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PREFACE TO THE FIRST EDITION 


This book is intended to be an introductory manual for those 
who wish to make a serious study of Indian Economics. It has 
been written from the standpoint of the scientific inquirer, and 
is, the author believes, free from political bias. An attempt has 
been made throughout the book to present the different sides to 
every question in the fairest possible manner. The author has 
deliberately refrained from discussing some important practical 
problems which he intends to deal with in a second volume. 

The author has tried to avail himself of the best available 
sources of information in respect of the various subjects dealt 
with in the book. He takes this opportunity to express his 
gratitude to the authors, editors, or publishers of all publications 
from which he has gathered any information. He is especially 
griiteful to Mr. J. M. Keynes, M.A., of Cambridge, for many 
valuable suggestions relating to Indian Currency. 

The book is being published in a hurry, and some typographical 
errors will perhaps be found in it, for which the author craves the 
indulgence of the reader. 

London, Jvnc, 1911. 



PREFACE 


viii 


PREFACE TO THE THIRD EDITION 

The book has been revised and brought up to date. In tlie 
preparation of the third edition of the book the author has 
received invaluable assistance from Mr. Hircndralal Dey, M.A., 
Lecturer, Lucknow University, and MrTRoEni Mohan Chaudhuri, 
M.A., Lecturer, Calcutta Univeisity. lie Hesires to express his 
sincere thankfulness to these two gentlemen, without whose help 
it would have been exceedingly difficult for him to prepare this 
edition. He is also thanlvful to Mr. Prafulla Chandra Ghosh, 
M.A., Lecturer, Calcutta University, and Mr. Binay Kumar 
Chaudhuri, M.AV, Professor, Bethiine College, for suggestions, 
and to Mr. Sudhir Kumar Lahiri for readingl:he proofs. 

Calcutta, Jwp, 1927 . 


PREFACE TO THE FIFTH EDITION 

The book lias been thoroughly revised and largely re-written for 
this edition, and a considerable amount of additional matter has 
been incorporated. Though Burma has recently been separated 
from India, references to India, unless otherwise specified, in- 
clude Burma ; this is particularly the case with the statistical 
information included in the book. The best thanks of the author 
are due to D^>,Sa roj Kumar B_ oafi»JM[. -P1 lD>» Mr.^anchaMn 
Chakrayaijj, M.A., Mr. Binay endranath Banerjea, M.A., and 
Bhava^s^h Datta, M.A., for the assistance rendered by them in 
preparing this edition, and to Mr. Sudhir Kumar Lahiri for kindly 
reading the proofs.^ 
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ANALYTICAL AND J)ESCRIPTIVE 




CHAPTER I 


INTRODUCTORY 

The subject of Indian Economics presents many difficulties to the 
student which it may be useful to note at the outset. 

The first and the most serious difficulty is to be found in regard 
to the apyjlicability of the principles of General Economics to 
Indian conditions. There was a time when such principles were 
believed to be of universal application, and the truths which Eco- 
nomics inculcates were regarded as absolute truths, like those of 
the physi(;al sciences. Some economists, however, early realised 
the limitations of the science. B^ehot went so far as to 
cl are t hat the doctrines of English Political EconomyTiad little 
validity outside England7 He very properly called the English 
system ofEcbiidimcs ‘‘ tlie science of business, such as business is 
in large productive and trading communities.” ^ 

Economics, as it is taught in the west, is based on a number of 
assuni])tions. conscious or unconscious. When we examine these 
assumptions, we find that many of them are valid in India only 
to a very limited extent.- This being so, it would be wrong to 

^ Bay;ehut, Postulates of English Political Economy, p. 7. 

^M. G. Ranade, in hie Essays in Indian Economics, summed up the posi- 
tion in Jridia in regard to the ordinary economic assumptions in tlic following 
words : “ With us an average individual iriaii is, to a large extent, the very 
antipodes of the economical man. The Family and the Caste are more powerful 
than the individual in determining his position in life. Self-interest in the shape 
of desire of wealth is not absent, but it is not the only nor principal motor. The 
pursuit of wealth is not the only ideal aimed at. There is neither the desire nor 
the aptitude for free and unlimited Competition cxce})t within certain pre- 
determined grooves or groups. Custom and State regulation are far more power- 
ful than Competition, and Status more decisive than Contract. Neither Capital 
nor Labour is mobile, and enterprising and intelligent enough to shift from place 
to place. Wages and profits are fixed, and not elastic and responsive to change 
of circumstances. Population follows its own law, being cut down by disease 
and famine, while production is almost stationary, the bumper harvest of one 
year being needed to provide against the uncertainties of alternate bad seasons. 
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import wholesale into India the economic conceptions of the west, 
and to apply them without modification or limitation to Indian 
conditions. But although the conclusions of General Economics 
may not, in all cases, be quite vahd in India, the economic ten- 
dencies are none the less true. Human nature being the same 
everywhere in all essential particulars, the same sets of causes 
always tend to produce, under given circumstances, similar sets 
of effects. And as Indian conditions are gradually approaching 
nearer and nearer the conditions of the west, western economic 
theories are becoming increasingly applicable to Indian affairs. 
Besides, economic facts of the modern world are so closely inter- 
related, that it is not possible to study the problems of one country 
in complete isolation from those of others. It will not do, there- 
fore, to brush aside the theories of General Economics as absolute- 
ly useless for our purposes. What is needed is to apply those 
theories to Indian conditions with such modifications and limita- 
' tions as the differences in the circumstances may suggest. The 
economic phenomena of India must be studied separately, but 
they must also be considered in their relation to, and dependence 
upon, economic phenomena outside the country. 

The second difficulty arises from the fact that India is at the 
present moment in a state of economic transition. The older 
habits and customs are being modified by the impact of western 
ideas and ideals. New circumstances are bringing about changes 
in the social and economic life of the people. In fact, the conflict 
between the past and the present is now the dominating condi- 
tion. The influence of the west is not, however, uniform through- 
out the country, so that we find industrial India standing side by 
side with agricultural India. Economic phenomena are complex 
everywhere, but this fact of transition introduces an additional 
complexity into the economic problems which present themselves 
for solution in India. 

In a society so constituted, the tendencies assumed as axiomatic, are not only 
inoperative, but are actually deflected from their proper direction. You might 
as well talk of the tendency of mountains to be washed away into the sea, or of 
the valleys to fill up, or of the sun to got cold, as reasons for our practical con- 
duct within a reasonable distance of time.** Ranade wrote more than half a 
centuiy ago, and since then the situation has undergone considerable change ; 
but his description of the state of things remains true to some extent even at 
the present moment. 
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Anotlier obstacle with which the student is often faced is the . Want of 
absence of reliable data. There being few independent agencies 
for the collection and investigation of economic facts, the Blue- 
books and Papers pubhshed by the various departments of the 
Government form almost his only source of information. But he 
cannot always depend upon such information, for the agency by 
which the statistics are collected is hardly trustworthy, and the 
method employed in their presentation is often unsatisfactory. 

Much care has, therefore, to be taken in the understanding and 
use of these statistics ; and unless this is done, the student runs 
the risk of being led away into wrong generalisations and con- 
clusions. 

It is a matter of satisfaction that attempts are being made to 
improve the collection and presentation of statistics in India. 

The Department of Commercial Intelligence and Statistics of the 
Government of India is rendering valuable service in this respect. 
Publications like the Review of the Trade of India^ the Statistical 
Abstract of British India and the Indian Trade Journal provide 
periodically a large mass of material for the study of the economic 
problems of the country. Some quasi-official bodies, like the Pun- 
jab Board of Economic Enquiry, are making serious efforts for the 
collection of useful data, while the Indian Statistical Institute of 
Calcutta, with its branches in other parts of the country, is trying 
to devise methods of better use of the available material.^ 

Personal sentiment is yet another obstacle to the proper study Personal 
of the subject. To make the study fruitful, absolute regard for sentiment, 
truth is essential in the investigation of economic phenomena, 
and personal likes and dislikes, as well as considerations of indi- 
vidual or class interests, must be wholly set aside. Unfortunately, 
the position in India is such that those who take part in economic 
discussions are often led by passion and prejudice to identify 
themselves with this or that party, and thus find it difficult to 
recognise and appreciate the whole truth. 

These are some of the reasons which account for the fact that 
the study of economics in India has not been pursued with the 

^ In 1933, the Government of India appointed Dr. A. L. Bowley and Mr. Bowley- 
D. H. Robertson to report upon the possible improvements in the collection of Robertson 
statistics in India. The report, published in 1934, gave some practical suggos- Report, 
tions regarding the proposed Census of Production and the reorganisation of 
the methods of collection and presentation of statistics. 
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amount of earnestness which it deserves. M. G. Eanade was 
the first Indian to take up the study of Indian Economics in a 
scientific spirit. K. C. Dutt opened up a new line by his scholarly 
studies in economic history and in some of the major econonaic 
problems of his times. Dadabhai Naoroji and G. K. Gokhale 
also made very valuable contributions to the study of Indian 
Economics. The road pointed out by these great men has been 
traversed during the last quarter of a century by a large number 
of scholars and practical businessmen, whose studies now cover a 
wide field. 

In the following pages an attempt will be made to deal with the 
subject in a systematic manner. The prevailing method and 
arrangement of economic science will be followed, with such modi- 
fications as the differences in the social and economic organisa- 
tion suggest and the theories of General Economics will be ex- 
amined in the light of Indian facts.^ No one, the author hopes, 
will expect a full and exhaustive treatment of the various ques- 
tions of Indian Economics within the limits of a small volume 
like this. The object of the author is merely to equip the reader 
with such knowledge of the economic facts and problems of India 
as will help him in pursuing a fuller and more detailed study of 
the different branches of the subject later. 

^ Western economists are gradually coming to attach importfiiicc to what 
they describe as ‘ imf)erfect competition.* In India, imperfect competition is the 
most important characteristic of the economic order ; it may not be therefore 
unreasonable to hope that a study of the economic conditions of India w ill 
help to elucidate problems of the pure theory of economics. 



CHAPTER II 


THE NATURAL ENVIRONMENT 

Man is ultimately dependent on nature in every aspect of his life. 
His economic life, in particular, is closely related to the facts of 
nature. The physical environment is, in reality, the basis of all 
economic activity. In the case of India, therefore, as in that of 
any other country, a study of economic j^henomena should start 
with an investigation of the physical factor. This subject may 
be considered, for our purpose, under the five heads of the geo- 
graphical situation, the geological structure, the climate, the 
flora and fauna, and the facilities of communication. 


1. GEOGRAPHICAL SITUATION 

India (including Burma) extends south and north from latitude 
8° to latitude 38°, and the extreme points on the west and the 
east are situated respectively at longitude 61° and longitude 101°. 
It comprises an area of 1,808,679 square miles. The provinces 
under British administration comprise 1,096,171 square miles, or 
about 61 per cent, of the total. The remainder is included in the 
Indian States. The Indian Empire is equal to the whole of Europe, 
except Russia. 

The range of the Himalayas, with its snow-clad peaks pene- 
trating far into the sky, forms the northern boundary of this vast 
country. On the north-west and the north-east also, it is bounded 
by lofty mountains which prevent ingress or egress except through 
a few narrow passes and defiles. On every other side the boundary 
is the sea. 

Thus situated, India forms a unit by itself, separated as it is by 
nature from the rest of the world. And within its own borders the 
country presents so many marked differences in physical features 
that it is often described as a continent rather than a country, 
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Tlie Himalayas, rising from the plains of India in a series of 
almost parallel ranges to the loftiest heights, and spreading over 
a length of more than 1,250 miles, are the most striking feature 
in the geography of India. Acting as a climatic barrier, and being 
the perennial source of the great rivers which moisten the parched 
lands of Northern India and endow the soil with inexhaustible 
fertility, they have always exercised the greatest influence not 
only on the physical condition of the country, but also on the 
moral and economic life of the people. Below this great range 
lies the sub-montane region with its dense forests and an inhos- 
pitable climate. Next comes the great plain of Northern India, 
from about 150 to 300 miles in width, and watered by three great 
systems of Himalayan rivers, — ^the Indus, the Ganges, and the 
Brahmaputra. Broadly speaking, the western half of this ])lain 
may be described as dry and sandy, and the eastern half moist 
and water-logged, these features reaching their extreme i^oints in 
Sind and the Great Desert on the west, and in Assam and East 
Bengal on the east.^ To the southward lies the peninsula, con- 
sisting of a rugged plateau separated from the north by the Vin- 
dhya range, and flanked on the west by the steep hills of the 
Western Ghats and on the east by the P]astern Ghats which 
gently slope into the Bay of Bengal. This plateau is of an average 
height of 1,500 feet, and is cut into a few deep valleys through 
which seven great rivers carry their waters to the Aral)ian Sea 
and the Bay of Bengal. 


2. GEOLOGICAL BTPaTCTUKE 

India, in the ancient geological ages, was very different from 
what we find her now. Geologists say that in the earliest period 
she was represented by the southern peninsula and was connected 
with Africa by land ; while over the area where now exist the 
regions of the Punjab and Rajputana, the tides of a wide and 

^ It is curious to note how physical conditions change along with other cir- 
cumstances. Three or four thousand years before Christ, cities like Mohenjo- 
Daro and Harappa flourished on the banks of rivers, which at present form un- 
inhabited areas. At the time of Alexander’s invasion a good part of the now 
arid desert consisted of populous towns and prosperous villages. So also, the 
jungle now known as the Sunderbuns, and inhabited by tigers and other wild 
beasts, was, a few centuries ago, the seat of a flourishing kingdom. 
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shallow sea ebbed and flowed. Then followed a series of volcanic 
cataclysms and violent earthquakes which entirely changed her 
natural features. Finally, as the result of a slow process of geo- 
logical evolution extending over thousands of years, she acquired 
her present shape and physical characteristics. These successive 
formations have left their marks on the physiography of India, 
and they may be grouped under six heads : (a) Achaean, (d) Vin- in the 
dhyan, (c) Gondwana, (cl) Basaltic, (e) Tertiary and Cretaceous, modem 
and (/) Alluvial. As, however, a detailed examination of these 
formations is not necessary for our purpose, we shall content our- 
selves with a general description of the various kinds of soils and 
minerals which ow’^e their existence to them. 

The most extensive, and agriculturally the most important, Soils: 
tracts are th(‘ alluvial. They comprise the greater portions of 
Sind, Gujrat, Rajputana, the Punjab, the United Provinces, Ben- 
gal, extensive tracts in Assam and Burma, the Godavari, the 
Krishna and Tan j ore districts of Madras, and strips extend- 
ing along the eastern and western coasts of the peninsula. 

Alluvial soils also fringe the courses of the rivers in many other 
])laces.^ 

Alluvial soils difr(ir in different parts of the country in respect 
of their physical as well as their chemical properties. Generally 
speaking, in north-w(\stern India the soils are porous, dry, and, 
in some places, sandy. In Bengal, the soils are more compact, 
less coarse, and moist. The soils in the deltas of Peninsular India 
are non-j)orous, clayey, and of dark colour. The chief advantages 
of porous and light soils are that they are easily worked by the 
plough and easily permeated by water. They lead to great fer- 
tility of the land in places where the atmosphere is moist. But 
their great defect is that they allow the water to sink into the 
lower strata, and arc unsuitable for the growth of those kinds of 
plants which require the retention of a great deal of moisture 
about their roots ; and thus they cause infertility of the land in 
those parts in which showers are not frequent. The alluvial soils 
are, on the whole, rich in chemical properties. Phosphoric acid, 
potash, lime, and magnesia are found in sufficient amounts, but 
nitrates are often in defect. In some places, however, barrenness 
results from an excessive accumulation of magnesia and soda 
^ Vide Imperial Gazetteer of India, vol. iii, p. 8. 
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salts on the surface. A large variety of rahi and kharif crops is 
grown on alluvial soils. 

Next in importance are the trap soils which cover the whole 
of the Deccan and considerable parts of the Central Provinces, 
Hyderabad, and Kathiawar. On the uplands and the slopes of 
liills the soils are porous and light, and are generally poor. The 
chief crops of these areas are millets and pulses. In the lowlands 
the soils are thicker and darker-coloured and more fertile. They 
are suited to the growth of cotton, wheat, millets, and pulses. 

In portions of the Deccan trap area is found regar, or the black 
cotton soil, — so called from its dark colour and its suitability for 
the growth of cotton, — which possesses an almost inexhaustible 
fertility. This soil is the product of the decomposition of lavas. 
It is of a dark colour and is exceedingly compact and tenacious. 
It is highly retentive of moisture and rich in chemical projierties. 
The kind of crops most suited to these areas is the rahi, but the 
kharif crops are also grown in many cases. Cotton, wheat, lin- 
seed, and millets are the chief crops. Soils akin to the black 
cotton soil of the Deccan are found in the river- valleys of a few 
other districts in Bombay, and also in j)arts of Madras. 

So much about the special varieties of soils. The rest of India 
may be described as the ‘‘ crystalline soils tract.” But these 
soils differ so much from one another in the different provinces 
in regard to their physical and chemical characteristics that it is 
hardly fair to put them all in one class. They are usually sterile 
when they occur on the uplands, but the clayey and brownish 
loams of the lowlands are fertile. The better kinds of such soils 
are suited to a great variety of crops, the most important being 
rice. The reddish-coloured laterite soils of certain districts in 
Bombay are rather infertile, being highly porous and dry. The 
crystalline soils generally are deficient in the nitrates and phos- 
phoric acid. 

In the midst of these varying features one characteristic is 
found to be common to almost all soils, viz., their comparative 
dryness. This absence of moisture in the land makes the supply 
of water an absolute necessity in Indian agriculture.^ 


^ In thiu respect, Indian conditions differ widely from those of England, 
where, on account of the presence of an excessive amount of moisture in the 
land, drainage is the most essential thing in cultivation. 
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Such is the surface of the earth as we find it in India. It is 
needless to say that it is of the greatest importance in the econo- 
mic life of her people, whose material and moral welfare is indis- 
solubly bound up with the soil. But of equal importance is what 
lies beneath the surface. The wealth of a nation in modern times 
corresponds, in a large measure, to its output of economic minerals. 

The mineral wealth of India has not yet been fully ascertained ; Mineral 
but judging from the amount of actual production, her mines 
and her possibilities as shown by investigations, we may say 
that India is rich in mineral resources. V. Ball, in his introduc- 
tion to the Economic Geology of India, quotes the statement of 
Megasthenes that “ India has underground numerous veins of 
all sorts of metals ”, and regards it as absolutely true. He goes 
on to say, “ Were India wholly isolated from the rest of the world, 
or were her mineral productions protected from competition, 
there cannot be the least doubt that she would be able, from 
within her own boundaries, to supply very nearly all the require- 
ments, in so far as the mineral world is concerned, of a highly 
civilised community.” ^ The mineral resources are widely dis- 
tributed over almost the whole of her area, and it will perhaps 
be useful if we briefly describe the chief kinds. 

Coal is the most important of the mineral products of India.^ Coal. 
Its quantity is large and the quality is good. It is found chiefly in 
Bengal, Bihar, Chota Nagpur, Assam, and the Central Provinces, 
and in smaller quantities in Burma, Orissa, Central India, the 
Punjab, Kashmir, and Baluchistan. Iron ^ ores of a superior Iron, 
quality arc to be found in abundance in various parts of India. 

The chief iron-ore areas are Barakar in Bengal ; Singbhum in 
Chota Nagpur ; Mayurbhunj and Keonjhar States in Orissa ; 
certain districts of the Central Provinces ; the eastern half of 
Central India ; several parts of Bombay ; and Mysore. It is also 
found in smaller quantities in the Punjab, the United Provinces, 
Kashmir and Rajputana. In recent years, iron-ore bodies of great 
size and richness have been recognised in a belt running through 

^ V. Ball, Economic Geology, p. xv. 

® The importance of iron and coal in the economy of a country is immense. 

The dominant industrial position of England is due, in a large measure, to her 
possession of an abundance of these minerals. Coal is important not only as 
ordinary" fuel, but as the indispensable requisite in all productive indu§it«es 
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Chota Nagpur and Nortli Orissa and constituting what is one of 
the most important groups of iron-ore deposits in the world.^ 

Petroleum is found chiefly in Burma, Assam, certain districts of 
the N.W. Frontier Province, the Punjab and Baluchistan. The 
petroleum resources of India are confined to the two systems of 
folded rocks on the eastern and western Himalayas. Rock-salt 
is obtained chiefly from the famous Salt Range of the Punjab. 
Tin is found only in Lower Burma and in the Hazaribagh district 
of Chota Nagpur. Ores of tungsten (or wolfram) occur m close 
association with tin ores in Burma. 

Of the materials used for agriculture and the chemical indus- 
tries, saltpetre is the most imjiortant. The natural conditions 
for the production of saltpetre in Bihar are ideal, but the produc- 
tion is now diminishing. India is very deficient in her supply of 
phosphates, the only deposit worthy of note being in the Trichin- 
opoly district of Madras. Potash salts are very rare. Gyj)sum, 
alum, and sulphur are obtainable in several parts of the country. 
Borax is obtained from Kashmir and Tibet. Soda salts are 
obtained from the soil in various parts of the country. 

India was, in ancient times, famous for her precious metals. 
At present her production of these is not large, though it is still 
considerable. The most important of these is gold, which is 
found in large quantities in Mysore. Some amount is also 
found in the mines of Hyderabad and a few other places. 
Besides occurring in the free state in quartz veins, gold is some- 
times found in the sulphide minerals. Thus, it occurs in Sikkim 
in mixed sulphide lodes and in the copper-bearing lodes in the 
Jubbulpur district of the Central Provinces. Besides, in all the 
Provinces of India, particularly in Bihar, Chota Nagpur, Assam 
and Burma, small quantities of gold are obtained from river 
gravels by the indigenous process of washing. 

Copper is widely distributed over the whole of India. It is 
found chiefly in Chota Nagpur, the Central Provinces, Rajputana, 
Southern India, the Northern Shan States, and at various places 
along the Himalayas. Lead occurs in the Shan States and certain 
districts in Bombay. Zinc occurs as an intimate associate of lead. 
No silver mines as such have yet been discovered in India, but 
the metal is obtained as a by-product in the mining of gold and 
^ Quinquennial Beport on Mineral Production of India, 1924-28. 
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lead. Antimony deposits are found in the Punjab, the Shan 
States of Burma, and Mysore. 

Manganese occurs in such abundance in the Central Provinces 
that India now alternates with Russia as the first manganese- 
producing country in the world. Other important deposits occur 
in Madras, Central India, Mysore and Chota Nagpur. 

Mica is one of the most important mineral products. The 
main source of production is in the Hazaribagh and Gaya districts 
of Bihar. It also occurs in the Nellore district of Madras, in 
Mysore, and in some parts of Rajputana. Nickel is obtained 
from the Bawd win mine in Upper Burma. Cobalt is sometimes 
found associated with nickel. 

Various kinds of precious stones are to be found in different 
parts of India, ^ important among them being diamonds, rubies, 
and sapphires. Diamonds occur chiefly in Madras, the Central 
Provinces, and in Central India. Ruby-mining is a very 
profitable and flourishing industry in Upper Burma. The chief 
seat of the sapphire is Kashmir, but the mines are said to be 
exhausted. 

Besides these, there are various kinds of miscellaneous minerals. 
Common stone and marble also are important, being the chief 
material used for building and ornamental purposes. 

Numerous hot and mineral springs are found in different parts 
of India, but their neglect is a curious feature in the situation. 
As instances may be mentioned the hot springs at Manikarn in 
Kulu, the sulphur springs at Lasundra in the Kaira district and 
at Vajrabai in the Thana district of the Bombay Presidency, and 
other springs along the foot-hills of the Himalayas. 

3. CLIIVIATE 

The climate of any place is determined by various factors, 
chief among these being its latitude, altitude, proximity to the 
sea, and position in regard to the prevailing winds. India is such 
a vast country that its parts differ widely from one another in 
respect of each of these factors, giving us sharp contrasts in cli- 
matic conditions. 

^ Kautilya in hia Arthasasira and the author of the Perijplus mention a lai^e 
variety of gems and pearls. 
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Excluding the Himalayas, which act as a climatic barrier in 
shutting out the cold winds of Central Asia and keeping within 
the borders of India the vapour-bearing winds of the south-west 
monsoon, the country may be divided, for meteorological pur- 
poses, into two parts : Peninsular India and Northern India. 

The whole of the Peninsula falls within the Tropics and has a 
hot climate, the variations of temperature between summer and 
winter being small. The coasts have an even smaller range of 
temperature, and the atmosphere there is usually cloudy. These 
features are specially observable on the windward coasts, and they 
diminish with increasing distance from the sea. 

Almost the whole of Northern India lies beyond the Tropic of 
Cancer, but here the climatic conditions arc more complex. In 
technical language, the climate may be described as continental. 
The severity of heat or cold and the amount of moisture present 
in the air, however, differ greatly in the different provinces and 
during different seasons. In the Punjab and the North- Western 
Frontier Province we find bitter cold in winter and extreme heat 
in summer. As we travel eastward the severity both of lieat and 
of cold steadily diminishes. In Bengal and Assam, the winter is 
mild and the summer is moderately hot. Again, Sind, the Punjab, 
and Kajputana are exceedingly dry, while the atmosphere of 
Assam and of East Bengal is always saturated with moisture. 

Altitude tempers the heat of low latitudes. Up on the hills, it 
is dehghtfully cool and refreshing even in midsummer, but be- 
yond a certain point the excess of cold forbids human habitation. 

These are the general features of the climate of India, which 
are, however, to a large extent disturbed by the periodical or 
monsoon winds, of which we shall speak presently. 

The Indian year is divided into six seasons ; but, for economic 
purposes, it may be divided into two — winter and summer, — 
the latter being subdivided into dry summer (April, May, and 
June) and wet summer (July, August, and September). The 
seasons are of the greatest importance in the economy of Indian 
life, as they are accompanied by an alternation of the meteoro- 
logical conditions which produces the most momentous results. 
In winter, dry land winds prevail over the greater part of India, 
while in summer we have winds of oceanic origin, with high 
humidity, much cloud, and frequent rain. This alternation is 
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due to a difference in temperature and atmospheric pressure in 
different regions. 

The whole of India lies within the belt of the northern trade- 
winds. Under normal conditions, therefore, we should expect 
the wind to blow from the north-east throughout the year. As 
a matter of fact, however, the north-east wind blows during only 
one-half of the year. During the other half, the wind movement 
is modified because of the presence of the continent of Asia near 
the equator. This disturbance of the air-current is due to the 
fact that land and water differ greatly in their behaviour regard- 
ing the absorption and radiation of heat. In April and May, the 
plains of Northern India become very much hotter than the 
water of the Indian Ocean near the Equator ; and, consequently, 
the pressure becomes much lower in the former region than over 
the Equator. The heated air rises and the cooler air from near 
the Equator rushes in to take its place. Thus an air-current is 
established in the lower strata of the atmosy)here from the south 
towards the north. Just at this time, south of the Equator, the 
wind blows as a south-east trade-wind. As this wind reaches 
the Equator, it finds the barometric pressure higher there than in 
Nortliern India. It then swirls round and blows as a south-west 
wind, accelerating the air-movement which has already begun 
from the Equator towards India. This is the south-west mon- 
soon. Being of oceanic origin, the wind is laden with moisture ; 
and as the clouds are driven inland by storms, they drench the 
parched lands of India with rain. The south-west monsoon 
usually establishes itself in Bombay and Bengal about the middle 
of June, and before the end of the month it extends over prac- 
tically the whole of Northern India. 

The south-west monsoon reaches India in two currents, — the 
Arabian Sea current and the Bay of Bengal current. The former 
gives rain to Bombay, the Punjab, and a part of the Central 
Provinces, and the latter to the rest of India and to Burma. 
India gets nearly 90 per cent, of her annual rainfall from the 
south-west monsoon. This monsoon usually continues till Sep- 
tember. 

In October and November, the temperature over the land in 
India becomes lower than that over the sea near the Equator ; 
consequently, the barometric pressure is higher, and winds now 
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begin to blow towards the Equator. This is often alluded to as 
the north-east monsoon ; but it is, in reality, the normal north- 
east trade-wind. Being of land origin, it does not contain much 
moisture, and is, therefore, called the dry monsoon, in contra- 
distinction to the south-west monsoon which is wet. The little 
moisture which it contains is really the residue left by the south- 
west monsoon, which has been prevented by the Himalayas from 
passing out of India. But the north-east trade-wind picks up a 
considerable amount of moisture during its passage over th(j Bay 
of Bengal, and gives rain to the south-eastern districts of Madras. 
This north-east wind is thus of great economic importance to 
Madras, although the total quantity of rain whi(’h India gets 
from it is small. Some amount of rain also falls in the Punjab 
during the winter months, which is probably due to local 
storms.^ 

The amount of rain that falls in India varies from year to year. 
It depends on the force and direction of the air-current. The 
quantity which any particular part of the country receives de- 
pends on the configuration of the surface of the land, on its situa- 
tion with reference to the winds, and on any oth(a.- factor which 
causes reduction in the temperature of the air. For instance, 
while a large amount of rain falls on the west coast of the penin- 
sula, the table-land of the Deccan and Southern India gets very 
little rain from the south-west monsoon, the \Vest(u*n Ghats act- 
ing as a barrier to the passage of the vapour-bearing winds. 
Where, on the other hand, no such obstacle is ofiered to the 
passage of the monsoon current, the clouds travel far into the 
interior of the country. The south-east coast of Madras does not 
receive much rain from the south-west monsoon, for it does not 
lie in the path of the winds, their direction being north-easterly. 
Again, any cause which cools the air-current leads to a condensa- 
tion of water-vapour and to the fall of rain. Rainfall is abundant 
on the mountains and in forest tracts, while it is scarce in deserts 
where the atmosphere, being hot, is capable of holding in sus])en- 
sion a large amount of water-vapour. Thus, the normal rainfall 
in the Cherapunji hills is 460", while it is as low as 6-7" in Sind 
and 9*6" in south-west Punjab. 

^ The Northern Punjab is outside the belt of regular winds, and, consequently, 
we should expect more local storms here than in other parts of India. 
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The success or failure of the crops is determined by the quan- Import- 
tity, distribution, and time of occurrence of the monsoon rains. 

In European countries, the variations in rainfall may increase or 
diminish the abundance of a crop, but in India they produce far 
greater consequences. In one year rainfall may be so abundant 
that harvests are plentiful, in another an almost total failure of 
the rains may lead to a severe famine involving the loss of thou- 
sands of lives. But it is not agriculture alone that is affected by 
the monsoons ; trade and commerce are largely dependent upon 
them, while the framing of the Annual Budget of the Govern- 
ment of India has been described by several Finance Members 
as a “ gamble in rain.” In fact, the prosperity of the country 
depends almost entirely on the monsoons ; and natural water- 
supply is the chief factor determining the density of population 
and the state of civihsation in any particular part of India. 

The climate of the country affects not only the productivity of 
the land, but also the physique and character of the people. A 
hot and moist climate tends to cause much fatigue after even 
moderate exertion and a general ill-defined condition of debiUty. 

It thus produces a disinclination to hard work. Various kinds of 
tropical diseases also render tlie body weak and reduce the sj)an of 
life. The cumulative effect of all this on tlie people is to produce 
a lack of the energy and strength needed to develop the best in 
themselves and in the resources of the countrv. 
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4. VLOHA AND FAUNA 


The geographical position of the couiitr}' and its chmatic and 
geological conditions have an important bearing on the vegetable Vegetable 
and animal life of India. The large extent of its area and a great 
variety in physical features and climate, combined with the 
natural fertility of the soil, enable the country to produce almost 
every kind of vegetable life. In fact, the flora of India is more 
varied than that of any other area of the same extent in Asia, if 
not in the world. Here we find not only the tropical and sub- 
tropical products, but the products of the temperate zone as tropical, 
well. The most important among the tropical products obtained and tem- 
here are : rice, coffee, millet, sugar-cane, cinchona, jute, spices, 
india-rubber and gutta-percha ; pineapple, bananas, and other products. 
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kinds of tropical fruits. The chief sub-tropical products grown 
are : cotton, tobacco, opium, and tea. Of the products of the 
temperate zone, the following may be mentioned as the more 
important : wheat, maize, barley, pulses, potatoes, hemp and 
flax, and various kinds of fruits. Besides these, many miscel- 
laneous articles are found, such as a large variety of oil-seeds, 
gums, timber, and indigo. 

Animals are of great use for purposes of cultivation as well as 
of transport. At one time India possessed a fairly adequate supply 
of good and serviceable cattle. But of late there has been a great 
deterioration in the quahty, and diminution in the quantity, of 
live stock. Being imperfectly fed and housed in insanitary sheds, 
cattle are constantly liable to diseases of various sorts ; and the 
question of breeding does not receive the attention from tlie 
people which it should.^ This paucity of good cattle is a great 
drawback in the improvement of agriculture. Cattle-rearing is 
diflicult in thosii parts of the country in which rainfall is large, 
because the rain-water washes away the salient constituents 
which are essential to the health of the cattle. There the animals 
do not grow up to a good size, nor are they strong. For this reason, 
horses are rare in Lower Bengal, the Carnatic and Coromandel 
coasts, and Lower Burma. In the drier parts, on the other hand, 
such as Baluchistan, the Punjab, Raj2)utana, and Kathiawar, very 
good horses are found. The most important of the Indian animals 
are bullocks, which are used almost everywhere for the plough as 
well as for carrying loads and drawing water. Buffaloes also are 
used for similar purposes in many parts. The cow and the she- 
buffalo are highly useful in almost every part of the country, as 
milk and gliee are among the chief articles of food consumed by 
the people. Sheep and goats are found in every province. The 
donkey is a very useful beast of burden, especially in Northern 
India. The camel is plentiful in the sandier parts of the country, 
and is a very useful animal for transport. The region in which 
good cattle is reared includes the Punjab, Kashmir, Rajputana, 
Sind and Kathiawar, where rainfall is not excessive. 

^ “ Cattle (lisease,” wrote the Agricultural Adviser to the Government of 
India, “is so serious an affliction that it ranks in many parts of India as a 
scourge, and is a direct obstacle to the amelioration of the condition of the 
cultivator ” {Report on the Progress of Agriculture in India^ 1911-12, p. 4). 
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Products obtained from animals, besides milk, are hides and 
skins, bones, wool, wax, and ivory, all of which are articles of 
utility and in demand. 

Of the aquatic products fish, of course, is the most useful. The 
pearl fisheries of the Indian Ocean are also very important from 
the economic standpoint. 


5. FACILITIES OF COMMUNICATION 

The flatness of the surface makes communication easy in the 
plains of Northern India. Roads and railways can be constructed 
here without much difficulty. The Ganges, with its numerous 
tributaries and branches, furnishes some thousands of miles of 
waterways, which are of immense economic importance. The 
Brahmaputra also in its lower course affords some facilities of 
transport. Tlie Indus and its tributaries are navigable by small 
boats, and by steamers during a part of the year. In the southern 
half of the country, the nature of the surface has placed great 
impediments in the way of communication. Roads are not easy 
of construction, and railways have become possible only in cer- 
tain parts of the peninsula, and even there only with the aid of 
much engineering skill. The rivers also are not quite so useful 
as waterways, all of them being too impetuous in times of flood 
and too scantily supplied with water at other times. 

The long sea-board of India offers facilities of communication 
between the coast districts of the country. The number of natural 
harbours, however, is few, and during the monsoons the Indian 
Ocean becomes exceedingly rough. But, in spite of these disad- 
vantages, the sea has now become a natural highway connecting 
India with the other parts of the world. 

We have now finished our brief survey of tlie physical environ- 
ment in India and its relation to the economic aspect of the life 
of her people. We have noted the many natural advantages 
wdiich the country enjoys and the few difficulties it labours under. 
It is necessary to recognise the dependence of the people on 
nature ; but it would be a mistake to suppose that this depend- 
ence is absolute. Man can, in some measure, modify his environ- 
ment. And the people of India can, by their intelligence and 
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knowledge, pontrol the forces of nature to a considerable extent. 
Let us try to understand this point more clearly. 

The productiveness of the land depends on the fertility of the 
soil. But natural fertility is increased by the effort of man and 
decreased by lack of proper care. Wasteful cultivation may turn 
the best land into the poorest ; while the worst land can be con- 
verted into the most fertile by the application of proper manures 
and the adoption of a well-regulated method of agriculture. In 
mining, the extension of knowledge may lead to the discovery of 
new minerals or the artificial manufacture of useful metals, sup- 
plementing and even superseding the use of the minerals which 
are now known to the world. As for the climate, it is essentially 
unalterable ; but even here modifications may be secured in 
various ways. Afforestation may lead to an increase of rainfall 
where it is at present scanty, and irrigation may be so practised 
as to carry water to any place where it is wanted. Extensive 
drainage works, the reclamation of swamps and marshes, and the 
re-excavation of silted rivers may also affect for the better the 
climate of the country, the health of the people, and the moisture 
conditions of the land. The effects of extreme heat and cold may 
be mitigated by various artificial means. The enervating influ- 
ence of the- climate on body and mind may be counteracted by 
the adoption of proper care and a scientific mode of living. 

The flora and fauna of the country are determined partly by 
the physical conditions and partly by the will of man. Scientific 
knowledge may be applied to the improvement of the existing 
vegetables and fruits, and new varieties may be made to grow. 
So also, the breed of cattle may be improved and certain new 
kinds may be introduced. 

As for communication, science has surmounted most of the 
difficulties which nature placed in certain parts of the country. 
Railways have penetrated into places which would otherwise 
have remained inaccessible. Motor vehicles have now become a 
valuable means of transport in every part of India. The formid- 
able ocean now affords the easiest and cheapest means of trans- 
port, while recent developments in air services bid fair to abolish 
distance altogether. The post-office, the telegraph, and the wire- 
less are the most important among the unifying factors of the 
whole country. 



CHAPTER III 


THE SOCIAL STRUCTURE 
THE PEOPLE 

Nature and man are the two chief agents in the production of 
wealth. In the last chapter we described the part played by 
nature in the economy of Indian life. The present chapter will 
be devoted to a brief discussion of the human factor. 

The total population of India is about 352-84 millions, of 
which British territory contains 27 millions, or 77 per cent., 
and the Indian States 81 millions or 23 per cent.^ 

Taking India as a whole, there are on the average 195 persons to 
the square mile, as compared to a mean density of 685 persons 
per square mile for England and Wales, 127 persons for Europe 
as a whole, and 41 persons for the United States of America. In 
British territory the number to the square mile is 248, and in 
the Indian States, 114.^ But the distribution of the people is 
not even throughout the country. The density of population 
depends on several factors, the most important of which are rain- 

^ India, with an area about half that of the United States, has a population 
almost three times as large. Burma, in area rather larger than France, has a 
population about one-third as numerous. The United Provinces, about the 
same size as Italy, has a population larger by about 14 per cent. ; while Assam 
has an area rather larger than that of England and Wales, and a population 
only one-fifth as numerous. (Vide Census Report, 1931.) 

These figures relate to the Census of 1931, and it is expected that, if unfore- 
seen checks do not appear, the population w’ould rise to about 400 millions 
in the Census of 1941. 

* Sir A. J. Baines pointed out (in an article in the Journal of (he Royal Statis- 
tical Society, December, 1904), that, in the case of India, “ the mean density 
figure is in itself peculiarly devoid of significance.” The population per square 
mile in England and Wales is 685, Ireland 155, Germany 361, France 197, the 
United States 41, the U.S.S.R. 20, Belgium 727, Holland 674, Europe 127, 
Europe excluding U.S.S.R. 184, Canada 2-9, Australia 2-2, New Zealand 14-7, 
China 80-5, Egypt 40, and Japan (including Korea and Formosa) 372. 
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fall, the climate, the soil, the configuration of the surface, and the 
state of civilisation. As a rule, the population is the densest in 
those parts in which there is an abundant supply of water, either 
natural or artificial, or in other words, where the primary re- 
quirements of human life are satisfied with the greatest ease. 
But there are exceptions. The greatest density is to be found in 
Cochin State, which has an average population of 814 per square 
mile, and Travancore claims the second place with 608 to the 
square mile. In British India, leaving aside the urban province 
of Delhi which has a mean density of 1,110 per square mile, the 
greatest density is to be found in Bengal where the average popu- 
lation is 646 to the square mile, and the next densest tract is the 
Gangetic plain of the United Provinces, with 456 per square mile. 
The density is the lowest in Burma and Baluchistan. The Chagai 
district in Baluchistan has only one person to the squar(‘ mile, 
while the Munshiganj subdivision in Bengal has a mean density 
of 2,413 per square mile.^ 

The people for the most part live in villages. Only 11*05 per 
cent, of the population is found in towns with over 5,000 persons 
each, compared with 49 per cent, in France, 53*7 per (?ent. in 
Canada, 56*2 per cent, in the II.S.A., and 80 per cent, in England 
and Wales. The proportion of the urban to the total population 
ranges from 22*4 per cent, in Bombay to only 2*66 per cent, in 
Assam.2 There are only 38 towns with a population of over 
100,000. The number of towns containing each a population 
varying from 5,000 to 100,000 is 1853.® But the number of vil- 

' In Assam the density is 157 to the square mile, in Baluchistan 9, Bengal 
646, Bihar and Orissa 454, Bombay 177, Burma 63, Central Provinces and 
Berar 155, Madras 328, North-West Frontier Province 179, Punjab 238, and 
the United Provinces 456, 

* The percentages of the urban population to the total are as follows ; Assam 
2-66, Bengal 7*35, Bihar and Orissa 4-39, the U.P. 11-2, the C.P. and Berar 
10*89, the Punjab 13*01, Bombay (including Sind) 22*4, Madras 13*56, Burma 
10*36, the N.W.F.P. 15*92, Baroda 21*41, Cochin 17*12, Hyderabad 11*2, Raj- 
putana States 13*86, Kashmir 9*39, Travancore 10*83, Mysore 15*94, Baluchistan 
19*85, and Delhi 70*33. 

® During the period between 1911 and 1921, while the towns with populations 
above 50,000 increased by over 16 per cent., the increase was considerably less 
in those between 5,0(K) and 50,000. The population of towns between 10,000 
and 20,000 did not keep pace with the progress of the general population of the 
country. The significance of these comparisons lies in the strong indication 
which they give of the gradual decadence of the medium -sized country towns 
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lages is nearly 700,000. The reason for this is to be found in the 
fact that the people are, in the main, agricultural. The rural 
people are generally less progressive in tlieir thoughts, ideas, and 
habits than the town people, but there is no antagonism between 
life in towns and that in villages. There was a time when the 
urban population was much larger, and the social importance of 
the towns greater. With the decay of the industries, the towns 
sank in importance, and for a time there was a tendency towards 
a larger proportion of the people becoming rural. ^ In recent 
years, however, there has become discernible a tendency working 
in the opposite direction ; and towns are once again beginning 
to take their proper place as centres of thought, culture, and 
economic enterprise in the life of the nation. 

The division of the people into sexes is important from the 
economic standpoint, for a very large proportion of the female 
sex in India can hardly be regarded as producers of wealth at all. 
The social customs prevent females, of the higher and middle 
classes in particular, from participating in the production of 
wealth, at least in a direct way. A disproportionate sex-ratio is, 
again, undesirable on social and eugenic considerations. Taking 
the country as a whole, there is a slight excess of males over 
females. On an average, there are 940 females for .every 1,000 
males. In Bengal, the number of females per 1,000 males is 
924 ; and in Calcutta the statistics show a grave disproportion 
between the two sexes, the number being 468 females to every 
1,000 males. 

Another important fact about population is distribution ac- 
cording to age. The old and the very young are consumers of 
wealth, but not producers. Roughly speaking, the limits for 
active work in India may be put at the ages of 15 and 50.^ The 

and the growth of larger cities and towns under the influence of industrial and 
commercial development. The Census Report of 1931 shows, however, a fairly 
uniform increase in the population in each class of toA^ms. 

^ It was more than half a century ago that M. G. Ranade mournfully com- 
plained in his Essays and Speeches of this progressive niralisation of the people. 
The tendency has now been checked. 

*The theory of Sundbarg, the Swedish statistician, that the age group “ 15-50” 
contains about half the total population, holds good in India, but the local 
variations are somewhat greater than in Europe, and the proportions are apt 
to be disturbed by famine. But his other theory, namely, that the numbers 
in the two age groups “ 0-15 *’ and “ 50 and over ” approach equality is not 
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number of persons between these limits is 505 per 1,000, or 
slightly in excess of 50 per cent, of the population. If we deduct 
from this the infirm and sick persons, as well as a large propor- 
tion of females who, owing to the purda system and other social 
customs, do not contribute to the economic life of the people in 
a direct way, we get the total number of able-bodied persons who 
are fit to participate in the production of wealth, or, in other 
words, who form the labour-force of the country. 

The most important factor to be considered when dealing with 
the human element in production is the health of the people. 
The efficiency of labour is greatly impaired by the general ill- 
health of the people in most parts of the country. This is due to 
unfavourable climatic conditions, insufficient nutrition, want of 
pure water, insanitary surroundings, artificial modes of living, 
and unhealthy social customs. All these factors render the body 
weak and less able to resist disease. To these must be added the 
epidemics which sweep over the country every now and then, 
sometimes causing great havoc and devastation. Finally, the 
influence of heredity helps to perpetuate the evil effects, so that 
the physical deterioration of the people goes on increasing from 
generation to generation. 

The economic condition of the people depends largely on how 
they earn their living ; hence the great importance of the question 
of distribution by occupation. The most noteworthy fact in this 
connection is that 67*1 per cent, of the population is supported 
by agriculture and animal husbandry. Industries maintain 9*7 
per cent., and trade and transport, 5-4 and 1*5 respectively. 
The rest of the people depend for their livelihood on the follow- 
ing occupations : professions and liberal arts 1-7, public adminis- 
tration 0-8, pubhc force 0*5, exploitation of minerals O-I, mis- 
cellaneous (insufficiently described and unproductive occupations. 


true in India, because, owing to the shorter lives of the people, the rate of mor- 
tahty amongst persons aged 50 and over is considerably greater than that 
amongst those under 15. He also holds that the number in the age grouj) 
“ 0-15 ” must be double the number in the group “ 50 and over,” if the popu- 
lation is to grow. In India, the number in the youngest age group is 39*9 per 
cent, of the total population, while the number of persons above 60 constitutes 
only 9’6 per cent, of the total. There are therefore indications of a progressive 
population in Indian Census statistics. (Vide Census Report^ 1931, vol. I, part 
i, p. 87.) 
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persons living chiefly on their incomes, and domestic service) 13-3. 

It ought to be noted that there has recently been, a slight decrease 
in the percentage of population dependent on agriculture.^ 

So much about what may be called the status of the popula- Dynamics 
tion. But the dynamics of the population are also very impor- 
tant. Changes are effected by three factors : birth, death, and 
migration. We shall briefly notice each of them. 

Birth depends on marriage and fecundity. In India, marriage 
may be said to be almost universal. Religion and social 
custom used, until recently, to favour the marriage of per- 
sons, particularly of girls, at an early age.^ Consequently, the 
hypothesis that marriages increase with prosperity and decrease 
with adversity does not hold good in India. As a matter of fact, 
improvident marriages are more frequent among the lower than 
among the higher classes. The proportion of celibates is much Marriage, 
lower in India than in Europe and America. On the other hand, 
custom discourag(\s the marriage of widows among the Hindus ; 
moreover, as there is a considerable disparity in the ages of the hus- 
band and the wife, we find a higher proportion of widows here than 
in European and American countries. The proportion of widowers 
also is a little higher. The fecunditv of marriage among the poorer 
classes is greater than among the middle and higher classes, and 
also among the Mahomedans than among the Hindus. This 
difference is due perhaps to the absence of prudential considera- 
tions among the less advanced sections of the community. The 
average crude birth-rate in India during 1921-31 ranged from Birth- 
27‘8 (in Burma) to 43-7 (in the Central Provinces) per thousand 
of the population.® No rehable figures can be obtained of the 
refined birth-rate, that is to say, of the births compared wdth the 
number of women of child-bearing age. But it may be said in a 

^ In 192], the percentage was 72*17. A correct eomimrative estimate is 
diflicult because many changes were made in the definitions and in the allot- 
ment of sub-classes during the last Censu.s operations, and it has been pointed 
out that “ the returns of this Census do not provide any direct figure for the 
distribution of the total ])opulation according to its dependence on various 
occupations ”. {CeJisvs of India, 1931.) 

* Public opinion, however, is now gradually asserting itself against early 
marriages. The provisions of the Sarda (Child Marriage Restraint) Act of 1929 
were made more stringent by an amending Act passed in 1938. 

^ Vide Census Report, 1931. The vital statistics of India arc admittedly 
defective, containing as they do a substantial percentage of errors. 
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general way that women begin to bear children at a compara- 
tively early age and also cease rather early. 

The increase or decrease of population depends not only upon 
the birth-rate, but upon the death-rate. In India, the death- 
rate is abnormally high, as compared with the death-rate in 
other civilised countries. About one-fifth of the cliildren born 
die within the first twelve months.^ Tlie high rate of mortality 
in India is due to several causes, — famines, epidemic diseases, 
want of proper food and good drinking water, insanitary condi- 
tions, and the impaired vitality caused by early marriage.^ In 
bad seasons the population usually decreases ; wliile in good 
seasons there is an increase of population, this being due not so 
much to increased birth-rate as to the diminution in mortality. 
The mortality in towns is a little higher than in the country. 

According to actuarial calculations, the estimated expectations 
for male, and also for female lives, for all India are materially 
below those deduced from English lives at all ages. The Indian 
expectation at birth is 26*91 years for males and 26*56 years for 
females, while the expectation in England, according to the 1921 
figures is 55*62 for males and 59*58 for females, the dilTerences 
being quite marked throughout life. Up till 1911, the estimated 
expectations showed a gradually declining tendency ; tlie esti- 

^ The infant mortality rate was 197*9 p^r thousand of live births in 192]. 
The rate fell to 166*93 in 1927, but rose again to 180*83 in 1930. During the 
years 1921-30, the average death rate varied from 20*3 per miJle in Burma 
to 31*7 in the Central Provinces and Berar. The quin(iuennial average of 
the birth-rate in British India during 1926-30 was 35*7. and the average 
death-rate during the same period was 26*0, leaving a survival rate of 9*7 per 
thousand of population. In modern civilised communities, the death-rate 
varies generally from 8*6 per thousand (New Zealand) to 19*5 per thousand 
(Japan). 

The quinquennial averages of the birth-rate and of the death-rate during 
1926-30 in England and Wales were 16*7 and 12*1 respectively ; in France 
18*2 and 16*7 ; in Germany 18*4 and 11*8; in the U.S.A. 19*7 and 12*0; in 
Sweden 16*7 and 12*1 ; in Italy 26*8 and 16*0; and in Japan 33*4 and 19*5. 
{Vide D. G. Karve, Poverty and Population in India, p. 41.) 

*The Famine Commissioners of 1898 said in their Report: “Epidemics 
may sweep them off by tens of thousands without attracting attention, l>e- 
cause these agencies are incessantly at work. Famine, which intensifies their 
activity, is more conspicuous from its less regular occurrence, but it is really 
only one, and perhaps not the most deadly, of numerous influences by which 
at present human life is cut short, and which can be effectually counteracted 
by the general advance of society in wealth, knowledge, and material resources.” 
(p. 29). 
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mate made in 1931, however, indicates a moderate increase. But 
even now the figures are very low and this serious state of things 
demands the immediate attention of the state as well as of the 
ed ucated community . ^ 

Migration is another factor which affects the size of the popu- 
lation. Migration is of two kinds : internal and external. In- 
ternal migration, again, may be casual, temporary, periodic, 
semi-permanent, or permanent. Casual or temporary movement 
of the people from one province or district to another goes on 
continually. For instance, the factory hands in the Calcutta 
mills are mostly dra wn from up-country. Periodic movements are 
due to the seasonal demand for labour. Semi-permanent move- 
ments also are not infrequent. But the permanent type of emi- 
gration, or colonisation, takes place very rarely. The conserva- 
tive liabits of the peo])le, their love of home, their poverty, 
their lack of knowledge of labour conditions in other parts, all 
tend to keep them tied to their native villages. One important 
instance of a })erinauent movement, during recent years, has been 
the migration of a large number of people to the Canal Colonies 
in the Punjab. Assam gains most on the whole from inter-pro- 
vincial migration, lilongal, Burma, and Bombay also show sub- 
stantial figures of net gain. Among the provinces that lose popu- 
lation on account of internal migration, Bihar ranks first. Orissa, 
the United Provinces and Madras also send away large numbers 
of inhabitants to other parts of India. 

External migration may take the form either of immigration 
or of emigration. As for the former, there are in India altogether 
730,546 persons of foreign birth, of whom 118,089 are of European 
descent. Emigration serves as an outlet for the surplus popula- 
tion of the country ; but the actual total number of emigrants 
from India is so small that, for practical pimposes, it is not 
of much importance. In 1921, the total number of Indians in 
other parts of the British Empire was 1,662,000. In 1931, the 

^ The estiniatcd values for male lives ami female lives were in 1881 respec- 
tively 23-67 and 20-08 ; in 1801- 24-59 and 2o-o4 ; in 1901—23-63 and 23-96 ; 
in 1911 — 22-59 and 23-31. Actuarial estimates are not available for the year 
1921. In Sweden the estimates for males and females are 60-72 and 62-95 
respectively (1921-25) ; in Ciernmny — 55-97 and 58-82 (1924-26) ; and in 
Japan — 42-06 and 43-20 (1921-25). (Vide the Actuarial Report of Mr. L. S. 
Vaidyanathan, included in the Census of India, 1931.) 
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number rose to 2,300,000. In the world as a whole, it is esti- 
mated, there are nearly 2*5 million Indians outside India, and 
the actual number of Indians who have emigrated during 1921- 
1931 has been estimated at 1 million. The emigrants used 
formerly to go to the British Colonies (Mauritius, Natal, Britisli 
Guiana, British West Indies, Fiji, etc.). But the conditions of 
existence of the Indian settlers in the Colonies are very far from 
satisfactory. Since the passing of the Emigration Act of 1922, 
emigration has been controlled by the Governor-General in 
Council. At present, Malaya and Ceylon are the two most 
important countries for Indian emigration. Recruiting of Indian 
labour to Malaya was, however, stopped in 1930. Further restric- 
tions are being imposed by the Govermnent of India on emi- 
gration to foreign countries ; for instance, in 1938 a bill was 
passed with the object of making the conditions of emigration 
to Malaya almost prohibitive. The question of emigration as a 
measure for relieving the pressure of population deserves careful 
consideration. 

The caste-system and social custom used in olden days to pre- 
vent absolutely the movement of labour from occupation to occu- 
pation. These influences are, however, growing less every day, 
and restrictions are gradually passing away. But even now the 
movement is very far from being completely free. 

In the course of the decade 1921 to 1931 the population of 
India increased from 319 millions to 353 millions. The rate of 
increase was a little over 10 per cent. Now the question arises 
whether the population is increasing too fast. There are some 
thinkers who are alarmed at the rate of increase, and who assert 
that the pressure of population on the means of subsistence is 
one of the chief causes of the extreme poverty of the people, and 
who predict that this pressure, if allowed to grow michecked, 
will in the near future greatly intensify misery in the country. 
There is another aspect of the question. As Prof. Seligman 
points out, the problem of population is not one of mere size, but 
of efficient production and equitable distribution. The law of 
dimi nishin g returns applies with full force only to agriculture, 
and the real antithesis is not between population and food, but 
between population and wealth.^ 

^ For a fuller discusBion see Part II. 
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THE SOCIAL STRUCTURE— 

SPECIAL FEATURES OF INDIAN SOCIETY 

1. THE CASTIvSYSTEM 

The most striking feature in the structure of Hindu society is 
what is known as tlie caste-system. It is a very ancient institu- 
tion, but when and how it first appeared it is impossible to say 
with any degree of certainty. 

We find it vaguely alluded to in a few passages of the Vedas, 
and recognised in Mann’s code, in the great Epics, and in the 
Puranas. The original distinction was perhaps based on colour, 
the Aryans being w’hite and the non-Aryans bro^\Ti or black. 
Subsequent distinctions must have arisen from differences in 
respect of qualities and occupations.^ 

* In the Bhagavat Gita, Srockrishna, the incarnation of the Deity, says, “ I 
have created the four castes according to the qualities and occupations of their 
respective members.” M. Senart is perhaps right in sajdng : “ Caste is the 
normal development of ancient Aryan institutions, which assumed this form in the 
struggle to adapt themselves to the eondition.s with which thej" came into contact 
in India.” It appears quite probable that, being surrounded on all sides by hostile 
aborigines, the Aryans found it necessary to set apart the hardiest portion of the 
population for the exclusive occupations of war and government. Thus perhaps 
was formed the Ksliatriya caste. Then, as engagement in warfare w'as found 
incompatible wdth tlie performance of religious ceremonies and the acquisition of 
learning and the imparting of education, the most intellectual and selfless among 
the people formed themselves into a separate class. Tliirdly, as the importance 
of agriculture, industry, and trade was realised more and more with the growth 
of civilisation, a third class began to devote their energies exc lusively to those 
occupations ; and lastly, the less cultured among the Aryans, together with 
the conquered tribes, formed the Sudra caste. In course of time, subdivisions 
of these original castes were made, and many new ones came into existence. 
In the earlier stages of national development, as M. Senart points out, the 
principles underlying the social structure of the Greeks and the Romans wei’e 
the same as those of the Hindus. In India, however, the distinctions became 
rigid and storeotj^ped ; in Europe, society w-as soon able to throw off the 
shackles. 
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The essential feature of the system^ is that “ birth determines 
irrevocably the whole course of a man’s social and domestic re- 
lations, and he must through life eat, drink, dress, marry, and 
give in marriage in accordance with the usages of tiic community 
into which he was born.” ^ Mahomedanism, in its pure form, 
inculcates equahty among all followers of the religion and is 
opposed to the system of a hierarchy of castes. But in India 
the contagion has spread to the Mahomedans, among wdiom 
caste tendencies are visible. In some places, the social distinc- 
tions have become quite mark€‘d and well-defined. 

The chief economic significance of the caste-system is that it fixes 
absolutely the supply of any kind of labour. The scope given for 
the play of competition thus becomes limited, and consequently 
the law of demand and supply is rendered either inoperative or 
oppressive in its operation. When there takes place any change 
in the economic w'orld, labour is unable to adjust its(‘lf to the 
altered circumstances and suffers in consequence, sometimes very 
heavily. Wages and prices have very often to be regulated by 

'A caste is defined in the Im'pvrial (lazetteer of India as “ a collection of families 
or groups of families, bearing a common name which usually denotes, or is 
associated with, a specific occupation ; (daiming common descent from a 
mythical ancestor, human or divine ; preferring to follow the same calling ; 
and regarded by those who arc competent to give an oj>inion as forjning a 
single homogeneous community.” Dr. J. H. Hutton in the ('('n,sus lit purl for 
1931 discusses the origin and nature of the caste-system. Taking up one by 
one the traditional view of which the Code of Maiiu is the best exponent, the 
occupational explanation of Xosfiehl, the tribal and religious exj)lanation of 
Ibbetson, the family or gentile explanation offered by Senart, and the racial or 
hypergaraous explanation of Risley, he shows tijat none of these theories 
explains fully all the incidents of the caste-system. A correct explanation of 
the system must explain the gradations of the castes and the taboo on com- 
meusality. According to J)r. Hutton, the eastc-s 3 ’stem originated long befort' 
the Aryan settlers came to India, and the main factor that led to the formation 
of commensal group.s was the primitive belief in ” the magical effects of food 
on the consumer.” These taboos on food, together with the Joeal taboos 
against certain crafts and persons tended gradually to create rigid walls be- 
tween groups. ” It must have remained,” he concludes, ” for the Indo-Euro- 
pean invader, with that pride of race wliich lias ever and everywhere character- 
ised him, to have the effect of crystallising, on the basis of a fixed social scale, 
the pre-existing taboos arising from magical ideas, ultimate]}" r(‘sulting in an 
attempt to describe in terms of an intrusive Indo-Ar^^an society a social system 
really based on the taboos of pre-existing conditions.” [Census Be.pori, 1931, 
vol. I, part i, chap. 12.) How^ far this is correct it is not necessary for us to 
discuss here. 

® Imperial Gazetteer of India. 
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custom or some other artificial means. Further, the institution of 
caste is ill-suited to large-scale production, in which minute sub- 
division of labour is essential, and which requires the supply of 
any kind of labour to immediately respond to the demand for it. 
Under the caste-system the people lose their adaptability to 
changed circumstances. The system, moreover, has its influence 
on the character of the individual. Where birth determines the 
whole course of man’s occupation in life, there is little chance of 
his capacities being always put to the best use, and each profes- 
sion may have to tolerate many persons who are incompetent or 
useless in that particular profession but who may perhaps do 
better in some other. Denying, as it does, equal opportunities to 
all, it often becomes the source of grave injustice to large classes 
of the community. 

The result is a great economic loss. But, on the other hand, 
much economic advantage ensues from the fact that every man 
inh(‘rits a certain amount of skill from his parents and uncon- 
sciously imbibes much of the technical knowledge from the 
atmosphere of the })articular profession in which he is brought up. 
Another great merit of the system is that, by limiting the influ- 
ence of competition, it stands forth as the protector of the weak. 
Everyone finds a place in the economic organisation — no one is 
absolutely helpless. Whether the merits of the system are greater 
than its deflects or vice versa is not a question for the economist 
alone to answer. But the prevailing opinion seems to be that the. 
advantages are far outweighed by the disadvantages. Some 
would regard the caste-system as the chief cause of the economic 
stagnation of the country and the political enslavement of her 
people.^ 

As a matter of fact, changed conditions have led to a modi- 
fication of the system. The last Census Report has directed 
attention to the tendency towards the consolidation of groups at 

^ Mr. C. B. Phipson, in his excellent book. The Science, of Civilisation, saj’^s ; 
“ No system could be more opposed to economic freedom than this [the easte- 
systern], or any devised more restrictive of economic development. . . . Caste 
presents a solid barrier to mental development generally, or, to that enquiry 
into, or mastery over, the powers of nature w'ithout which there can be no 
rising to the higher levels of civilisation. It leaves, therefore, every people 
subservient to it at the mercy of whatever more advanced nation is interested 
in subduing them. ... [In India] a fairly high level of economic development 
had been reached before the institution of caste arrested further progress.*’ 
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present separated by caste rules. “ On the whole/’ says the 
Report y “it is fair to conclude that there is a tendency for the 
limitations of caste to be loosened and for rigid caste distinctions 
to be broken down.” Occupation is not now necessarily the 
indication of a man’s caste. Members of different castes are 
nowadays to be found in almost every occupation. cEducation, 
better communication, and the economic struggle have combined 
"to take away caste differences in many instances. > The anti- 
untouchability movement is also playing an important part in 
removing the social disabilities of the so-called depressed castes. 
The caste-system is not likely to disappear very soon, but those 
features of the system that have been found unsuitod to the econo- 
mic and social conditions of the present day are in the process of 
gradually being eliminated. 

An important institution connected with the caste-system was 
the caste-guild of ancient times. Each caste was, to some extent, 
also a trade-guild. As a trade-union it used to insist on the proper 
training of the youth of its craft, to regulate wages, to deal with 
trade delinquents, and to supply courts of arbitration for the 
settlement of disputes. Its chief objects were to regulate com- 
petition among its own memb(*rs and to uphold the interests of the 
body in its disputes with other craftsmen. The decisions of the guild 
were enforced by social penalties or fines. The guild encou^ged 
efficiency by means of rewards, and discouraged inefficiency by 
social disfavour. It also exercised the functions of a mutual assur- 
ance society ; and by finding employment for the unemployed and 
helping the poor and needy, the guild-system avoided the necessity 
of a poor-law. i 

The caste-guilds of India were, in many resj^cts, similar to the 
guilds of mediaeval Europe ; but there were many points of 
difference. These latter were not endogamous, and there was no 
bar to the admission into the circle of outsiders wdio had learnt 
the business. The common occupation was a real tie and a source 
of strength, not a symbol of disunion in the different parts of 
society as in the case of the Hindu guilds. Lastly, the European 
guilds might — as they did — expand and develop, while the Indian 
system was rigid and stereotyped. 

There was a time when these caste-guilds were of the greatest 
economic importance. By their excellent organisation they 
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largely promoted the production of wealth. The famous fabrics 
of rural India were developed under the supervision of these 
guilds. Caste-guilds as such are now to be met with only in a few 
places in India, ^ and even where they exist they do not exercise 
anything like their old influence. But there are trade- or craft- 
guilds in almost every part of India, the objects of which are 
similar to those of the caste-guilds of old, but which are rarely 
strong enough to perform their duties in a proper manner. The 
membership is not necessarily confined to one caste. The bond 
of union is not very strong, and they lack the unity of senti- 
ment and efficiency of organisation which ensure the success of 
the trade-unions of modern Europe and America. 

The Mahomedans of India also have their trade-guilds, which 
are organised on principles similar to tliose of the Hindus. But 
the democratic organisation of Mahomedan society prevents these 
guilds from being stereotyped into castes. In some trades the 
guilds are well organised, and are strong enough to wield consider- 
able influeiK^e over the members. 

2. THK JOIXT-FAJMILY 

In India, the unit of society is not the individual, but the fiimily. 
Among the Hindus, this family includes not only the husband, the 
wife, and the children, but many more members in addition. The 
essential feature of the system is that the consumption of goods 
is common, and every meml)er of a family shares in the pros]a‘rity 
or adversity of every other meml)er. 

The Hindu law of })ro})orty is e.ssentially different from the 
laws which regulate ])roperty in the west. In Europe and 
America owncTship, as a. rule, is single, independent, and un- 
restricted. In India corjjorate property is the rule, and absolute 
unrestricted ownership is found only in a few ])arts of the country 
and in rare instances in the rest. The law in this respect is based 
on the joint-family system, which was, and to some extent still is, 
the backbone of Hindu society.- 

Originally, every Hindu family, and all its property, was not 

' The mention of guikls in Kaiitilva's Arthasastra proves that they existed 
long before the conimoiu’ement of the (^hristian era. Remnants of the guiltl- 
syetem still exist in some parts of the country. 

* Mnyne, Hindu Lau\ p. 2911. 
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only joint but indivisible.^ Now it has ceased to be so ; but so long 
as partition does not take place, jointness is presumed, and every 
member has tbe right of enjoyment to the family property. The 
system is organised on the principle of subordination of all mem- 
bers to the head — not on co-ordination or equality. 

There is a great deal of divergence in the doctrines of the 
various schools of Hindu law. The Mitakshara school, which 
governs the greater part of Hindu society outside Bengal, is more 
rigorous in its regard for the security of the joint-family than the 
Dayabhaga school which governs Bengal proper. According to 
the former, ancestral property is owned and enjoyed by the 
members of a family as a whole, the share of each remaining 
unascertained until and unless there is a regular partition. The 
person who is the head of the family for the time being is only the 
manager, and has no right to sell or dispose of it in any way, 
except for the benefit of the family or for legal necessity. Dayab- 
haga, however, gives greater powers to the head of the family, 
and, according to recent decisions, he is considered as the absolute 
owner of the property, having full rights of disposal over it. 
As for self-acquired property, both the schools give the owner full 
rights to it. 

The joint-family system has existed in India for ages, but is 
now in a state of decay. This is regarded as a blessing by some 
thinkers and as a curse by others. Looked at from an economic 
standpoint, the system appears to have merits as well as defects. 
The chief merit lies in the fact that almost everyone can be sure 
of a bare subsistence, which is the first condition of economic ad- 
vancement. Children are not hable to be cast adrift into the world 
at a time when their physical and mental capabihties are as yet 
undeveloped. They receive a start which is a great advantage to 
them in their race of life. The aged, the weak, and the infirm are 
also taken care of, and are made useful members of society. 

But, on the other hand, it should be noted that when the means 
of subsistence are secured without any effort on a man’s own part, 
he loses the great incentive to work, and is apt to become lazy 
and dependent on others. Self-reliance — ^the great virtue without 
which no economic progress is possible — is thus discouraged. 
Economic freedom, which is such an important matter in the 
^ Mayne, Hindu Law^ p. 332. 
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production of wealth, is also curtailed. Moreover, the burden of 
a large family makes a man afraid to undertake risks and un- 
willing to launch on new ventures. He is thus in a manner pre- 
vented from making the best use of his capacities.^ 

Sometimes, not only consumption but also production is found 
to be in common. Every member contributes by his labour to the 
production of the family wealth. In such cases, the members of 
the joint-family are like the members of a communistic or co- 
operative society, and the advantages of the joint system are 
secured without some of its usually attendant evils. The situation 
is reversed in instances in which only a few persons work and 
the rest depend on them for subsistence. 

As for the balance, the economic gain is in some cases greater, 
and in others less, than the loss. Whatever may have been its 
merits in the past, the system is now steadily losing ground. 

The Mahomedans also generally live under the joint-family 
system, but among them there is no presumption of jointness. 
The bond of union, in fact, is not so complete as among the 
Hindus, and, consequently, the system is far less rigid. The 
Mahomedan law gives the owner of the property for the time 
being absolute dominion over it, whether such property be self- 
acquired or ancestral. He can dispose of it in any way he hkes, 
provided that operation is given to the transaction during his 
lifetime. It is only in respect of dispositions by will that the 
donor’s power is limited by the rights of his heirs. 

Like the caste-system, the joint-family system is also gradually 
decaying. Here also the economic struggle has come in as a dis- 
ruptive factor. The village artisans are no longer able to get 
a living from their traditional occupations. The railways and 
other means of communication have also been effective in break- 
ing up the joint families by making internal migration easier. 
The spread of European ideas and the gradual introduction of 
English legal principles in our system of laws have also been 
partly responsible for the dissolution of many joint families. 

^ Sir Sankaran Nair, comparing the English with the Indian law, said : 
“ The one law is individualistic, and based on the inviolability of contract, 
with the result that success attended energy and labour. The other was 
rooted in communistic and family bondage, and was one of status, fostered 
indolence and stifled all energy ” (Article headed “ Indian Law and English 
I/egialation ” in the Contemporary JReview, August, 1911). 
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This, however, is not an unmixed good. In a country where 
neither the Government nor any other institution makes arrange- 
ment for social insurance, t.e., for the protection and maintenance 
of the aged, the poor, the orphans, and the widows, the disruption 
of the joint families may lead to many practical difficulties. 


3. THE LAWS OF SUCCESSION 

There is no such thing as succession, properly so-called, in an 
undivided Hindu family governed by the Mitakshara law. The 
whole body of such a family constitutes a sort of corporation, and, 
on the death of any member, the property devolves on the re- 
maining members by survivorship and not by succession. Suc- 
cession takes place only when property is separate. Under the 
Dayabhaga law, however, succession takes place even to the joint 
property. The whole of the property passes to the male children, 
when there are any. If there be no male children, it passes to the 
next of kin. 

Under the Mahomedan law, the property is divided, on the 
demise of its owner, among a larger number of heirs, many of the 
near relations obtaining shares even when there is male issue. 

The law of primogeniture does not exist in India, except in the 
case of ruling chiefs or in a few families w’here there is a special 
custom to that effect. Thus, according to the Hindu as well as the 
Mahomedan law of inheritance, property, whether real or per- 
sonal, is divided among a number of persons. The result of such 
division is that it prevents the accumulation of wealth in a few 
hands and enables a considerable number of persons to enjoy 
moderate wealth. It minimises the distance between the high 
and the low, and fosters a large middle class. Such a system is 
admirably suited in one respect to the industrial progress of a 
country, for it gives to a considerable part of the people some- 
thing to start life with ; and this amount not being large 
enough to hve upon, most people are driven to work in order to 
be able to live in the standard of comfort proper to their social 
status. It fosters the growth of self-respect and develops habits 
of self-help and self-reliance among the people. On the other hand, 
it hinders large-scale production for want of a concentration of 
capital ; and in a country where the Joint-Stock and Limited 



FEATURES OF INDIAN SOCIETY 37 

Liability systems are not yet fuUy developed, it tends, to arrest 
industrial progress. 

There are perceptible indications that the laws of succession 
will soon undergo important changes. Legislation has already 
been undertaken with the object of allocating in some cases 
shares of the father’s property to his daughters and for the 
grant of definite property-rights to widows. 


4. THE VILLAGE SYSTEM 

As we have already seen, the great body of the people of India 
is rural. It is so, not because the people do not know the art of 
building towns, but because the occupation of agriculture makes 
it necessary for the people to live in villages. 

From the very earliest times, the village has always been the 
unit of administration in India. Here, as in all other countries of 
old, the people gathered together in villages for better protection 
and mutual assistance. The peculiarity of India, however, hes 
in the fact that a system of village communities was developed in 
many parts of the country, which lasted many hundreds of years. 
Sir Charles Metcalfe gave an excellent description of these organis- 
ations, from which the following lines are worth quoting : “ The 
village communities are little republics^ having nearly everything 
they can want within themselves, and almost independent of 
foreign relations. They seem to last where nothing else lasts. 
Dynasty after dynasty tumbles down ; revolution succeeds to 
revolution ; Hindu, Pathaii, Mogul, Mahratta, Sikh, English, are all 
masters in turn, but the village community remains the same.” ^ 

^ In Uombay, it was reported in 1819 that “ these communities contain in 
miniature all the materials of a state within themselves, and are almost suffi- 
cient to protect their members if all other governments were withdrawn ” 
(Elphinstone’s Report on the Territories acqvired from the PeshwQy 1819). 

* Sir Charles Metcalfe continues : “ This union of the village communities, 
each one forming a separate little state in itself, has, I conceive, contributed 
more than any other cause to the preservation of the people of India, through 
all the revolutions and changes which they have suffered, and is in a high degree 
conducive to their happiness, and to the enjoyment of a great portion of freedom 
and independence.” So also, in regard to Madras, the Fifth Report, 1812, 
says : ” Under this simple form of Municipal Government the inhabitants of 
the country have lived from time immemorial. The inhabitants give them- 
selves no trouble about the breaking up and divisions of Kingdoms.” 
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Although the system of village communities is now in a state of 
decay, it has not yet been entirely overthrown. It still exists in a 
state of greater or less completeness in many parts of India, 
especially in the Punjab and Madras. In Northern India, these 
villages are usually walled in, and the people live within them as 
compact groups. Each village has its arable land and grazing 
field just outside the limits of the inhabited area. This land, 
together with the dwelling-houses, is technically known as the 
village. Its constitution and ownership may change, but the 
village itself as a local feature always remains the same. 

The original cause of the foundation of village communities is 
to be found in the co-operation of a number of persons for clearing 
the jungle and for defence against wild animals and neighbouring 
enemies. But the bonds which hold together the village land- 
holders are not merely physical, but also social and economic. 

There are two types of villages — the Kaiyatwari and the Land- 
lord- or Joint- village.^ In the first, the village contains a number 
of cultivating holders, who usually till the land themselves, but 
sometimes employ tenants. These holdings are separate units — 
they are not shares of a whole belonging to them all. The several 
holders are distinct in interest, and the only bonds which unite 
them are locality, common subjection to the headman, and com- 
mon services of the village artisans and menials. This form of 
village is universal in Madras, Bombay, Central India, and Berar ; 
it also originally existed in the Central Provinces and parts of 
Bengal. 

In the Landlord-village, the holdings of the cultivating land- 
holders are not separate units ; they are parts of the entire area of 
the village which is owned by an individual or a family having the 
claim to be superior to the cultivating landholders. The pro- 
prietary body 2 is of common descent and may consist of a large 
number of co-sharers. This co-sharing body rarely cultivates the 
land itself ; more often, the land is cultivated by a subordinate 
body of tenants who pay rent to the landlord (or body of land- 
lords). 

^ Vide, Baden-Powell, Land Systems of British India. 

* Sir Henry Maine thinks that property in land, as it is understood in Europe, 
is a comparatively modem institution ; but Baden-Fowell, a great authority on 
the subject, contests this view {Vide Baden-Powell, Indian Village-Community). 
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There are three principles according to which land is divided 
among the co-sharers : {a) The ancestral or family-share system 
(known as the paUidari system), by which each member of the 
co-sharing body takes the fraction of the whole which his place 
in the family “ tree ” or genealogical table points out ; (b) special 
customary system of sharing, e.g. sharing in equal artificial lots 
(called the bhaiachara system), sharing by ploughs, or with 
reference to shares in water, or shares in wells ; and (c) the system 
of de facto holdings, by which what each now holds is regarded as 
the measure of his interest. The Landlord- village system prevails 
in the United Provinces of Agra and Oudh, the Punjab, and the 
North-Western Frontier Province. 

Landlord-villages owe their origin to one of three principal 
sources. First, they may have been founded by single persons or 
grantees or revenue farmers ; or they may have been founded by 
the dismemberment of the houses of ruhng chiefs ; or thirdly, they 
may have been created by tribal groups or colonist associations, 
as for instance, the Jats and the Rajputs. 

In each of the Raiyatwari villages there is an official headman 
(called patel, mandal, or reddi). His office has always been re- 
garded as of great importance. He often exercises petty magis- 
terial powers, and also decides petty suits either as an arbitrator 
or as a civil judge. He also performs various duties of a general 
character, concerning the well-being of the village. But he has 
no responsibility for the revenue, except that of his own holding. 
He holds a hereditary position, and is remunerated by the grant 
of a plot of land. In the Landlord-^dllages the business of the 
village is entrusted to a jmnehayet or coimcil of village heads, the 
leading man among them being selected as the representative of 
the body and the headman. He is called the lumbardar^ and is 
directly responsible for the revenue of the village.^ 

Another officer of the village is the patwari or accountant. He 
is entrusted with many important duties. He has to keep the 
village accounts of revenue payments by the proprietors or co- 
sharers, and outstanding balances ; of rent payments by tenants, 
and of items chargeable to the common expenditure of the village. 
He has to produce and keep the village maps, field-registers, and 
other records of landed rights, shares, and interests. He fills up 

^ There may be more than one lumbardar in a village. 
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the statistical returns of the crops sown and harvested, the num- 
ber of cattle, and such other things. He has to take note of all 
changes that occur in the ownership of land. Lastly, he has to 
report at once to the tahsil any unusual occurrence in the village. 
Besides these officers, there is a watchman or chowMdar in each 
village, and, in some cases, one or two other petty officers.^ 

Until recently, each village constituted an economic unit, of 
which the chief feature was its self-sufficiency.^ It used to be, to 
a large extent, independent of relations with the outside world, 
so far as its internal economy was concerned, for within its own 
boundaries the village possessed all the factors which were requisite 
for the supply of its few wants. Even now tlie great bulk of the 
people is agricultural. The cultivators take lease of small i)lots 
of the village land either directly from government or from a 
landlord (or a body of joint-landlords), to whom they ])ay rent. 
They work the land themselves with the aid of their hiinily mem- 
bers and sometimes also of hired servants. They siip})ly the 
small capital from their own savings or borrow^ from the village 
landlord or the moneylender. They are also themselves the 
managers, organisers, and experts of their petty farms ; and they 
carry their produce to the market — which is hold once or twice 
in the week — to exchange it for other commodities. 

Besides the two classes of landlords and cultivators, there is a 
third class of inhabitants in the village composed of the artisans. 
The weaver, the blacksmith, the oilman, and the jew'eller supply 
the needs of the small society. The petty shopkeeper performs 
the important function of exchanging the different products. The 

^ In a <lee(J of gift by the minister of Bukka Raya, King of Vijayanagar, 
dated a.d. llvST, the following list of village officers is given : (1) Heddi, (2) 
Karnam (aecountiint), (3) Purohit, (4) Blacksmitlu (5) Carpenter, (6) Money- 
changer, (7) Policeman, (8) Potmaker, (9) Washerman, (10) Barber, (11) 
Messenger, (12) Worker in skins. 

* Vide Baden-Pow'ell, Land Revenue Systems of Indian and Sii* T. M orison. 
Industrial Organisaiion of an Indian Province. In regard to the South Indian 
village, Mr. T. Ramakishna says ; “ It will be seen that this village is a little 
world in itself, having a government of its own and preserving intact the tradi- 
tions of the past in spite of the influences of a foreign government and a foreign 
civilisation. Every member of the little state of Kalembakam regularly per- 
forms the duties allotted to him, and everything works like a machine. Those 
that render service for the upkeep of the village constitution are paid in grain 
or have some lands allotted to them to be cultivated and enjoyed jfree of rent ” 
{Life in an Indian Village, p. 83). 
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moneylender — wlio also usually combines other functions, especi- 
ally those of a wholesale grain merchant or a middleman — ^is, 
by virtue of his })Osition, a very important person in the village. 

The services of the artisans, etc., used to be, and to a small 
extent still are, paid for in kind. In the pure form of village 
economy there was very little competition^ with the outside 
world, though within the village the motive of self-interest natur- 
ally prompted everybody to find the best advantage for himself. 
AVages and profits were, to a considerable extent, governed by 
custom and were comparatively fixed and inelastic. Division of 
labour did exist, but as division depended on the extent of the 
market it could not be carried very far. Labour was immobile ; 
and what little capital there was in the village was locked up in 
the land. The different classes in the village were conscious of the 
fact that each w^as dependent on the others, and that the interests 
of each class were bound up with those of the rest. Thus there 
grew" up a strong sense of unity and solidarity w'hich helped to 
preserve the integrity of the village. The villager lived a simple, 
and in years of good harvest, a contented life. There w^as very 
little w'ealth in the village, but the evils of capitalism w’ere also 
absent. The cultivator or artisan knew' little of the comforts 
and luxuries of urban life, and did not miss them. He thought 
that there w^ere things higher than tlio.sc* of this world, and strove 
to attain them in the w ay wdiich his religion and traditions pointed 
out to him. 

Such w"as the village system until recent years. But to-day it 
is hardly to be found in its entirety in am' part of India. The 
economic conditioiis of the country are now undergoing a more or 
less complete transformation, and the village must necessarily 
change to keep pace with the march of events. The impact of 
western civilisation is also working a change in the ideas and ideals 
of the villager, and is making it impossible for him to retain his 
old simplicity of life. 

The rapid develo])inent of the means of communication and 
economic competition with the outside world have produced far- 
reaching effects on village life. Almost all the industries of the 

^ Sir Henry Maine stiys, “ Coinju^tition, that prodigious social force, of which 
the action is measured by political economy, is of relatively modern origin.” 
(Maine, Village Comma nit its) 
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village are now in a decadent condition ; and the loss of income 
due to economic dislocation has, in its turn, reacted adversely on 
the health and general well-being of the villagers. Efforts are 
now being made to reconstruct the village, but so far without any 
appreciable success. The gulf between urban and rural India 
continues to be still very wide. 


5. STATUS AND CUSTOM 

In India, every man is born into a certain status in society and 
family, and the whole course of his life is determined by such 
status. Custom was, in the ancient days, the supreme regulator 
of his actions and relations in life. The influence of custom is, 
however, growing less every day. In India, as in every other 
progressive country, the movement has been and is from status ^ 
to contract. Yet even now it may be asserted of a majority of the 
Indian people that their actions are governed more often by 
custom than by free competition. Eanade rightly observed : 
Influence “ There is neither the desire nor the aptitude for free and un- 
of custom liinited competition, except within certain predetermined groups 
or grooves. Custom and state regulations are far more powerful 
than competition, and status more decisive in its influence than 
contract.’’ * The influence of custom, however, is not necessarily 
harmful. In many cases it is highly beneficial, for custom often 
stands forth as the protector of the weak against the strong. It 
furnishes an alternative principle to that of unhmited competition, 
which, while it makes the strong stronger, has often a tendency 
to extinguish the weak. On the other hand, competition helps in 
bringing out the best in man and nature, while custom not un- 
often hinders such development. 

Under the Hindu as well as the Mahomedan administration, 
and, to a large extent, during the early days of the British rule, 
on rents, custom used to regulate rents. Later, however, competition tried 
to assert itself in the fullest measure. The government then 
realised that the effect of unlimited competition would be to 

^ Status may be defined as the position or standing of a man as determined, 
not by his own free will, but by circumstances over which ho has no control. 
Status is opposed to contract. 

* Essays in Indian Economics. 
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aifect injuriously the interests of the masses of the people and to 
entail great misery on them. They, therefore, decided to confine 
the operation of competition within reasonable limits ; and the 
main object of their rent legislation has been to secure to the 
tenants the rights conferred by custom. Custom thus is still, to a 
large extent, the foundation of rents in India. The Ricardian 
doctrine of rent has, practically speaking, little application here ; 
consequently, the conclusion drawn from that doctrine, namely, 
that rent forms no part of the price of agricultural produce, is 
hardly applicable to the case of India. 

Custom was the chief regulator of wages in India till the middle 
of the last century. Nowadays, however, wages are governed 
more by competition than by custom ;* but still they are not so 
elastic and responsive to changes of circumstances as in Europe 
or America. The fluctuations in the rates of wages are slight, — 
the deviations from the usual wage levels of any particular locality 
are always confined within narrow limits. In the towns, owing to 
the ever-increasing demand for labour, competition has now 
established itself as the determining factor in wages, but in the 
countryside, especially in the remote villages, custom continues to 
govern the earnings of labour to a large extent. The economic 
theory that wages depend on demand and supply of labour is as 
true in India as elsewhere, but the law finds here a limited scope 
for its operation. 

Prices also used at one time to be determined, to some extent, 
by custom. But nowadays they almost always depend entirely 
upon the relations between demand and supply. It is only in 
parts of the country which are not easily accessible that custom 
is now found to exercise any considerable influence on prices. 
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PRODUCTION 
1. GENERAL OBSERVATIONS 

Of tlie factors of production, natural resources are, of course, of 
primary importance. India, as we have seen, is very rich in this 
respect. There is an abundance of fertile land as well as of 
mineral resources. The productivity of land, however, depends 
on rainfall, which is a very uncertain jPactor in the situation. 
Land is split up into 'millions of small plots, which are held by a 
numerous body of petty farmers. Practically all land utilised for 
purposes of production is subject to the payment of rent.^ 

Labour is, except in industrial centres, plentiful. Wages are low ; 
but as the workmen are ignorant and mostly unskilled, the out-turn 
is comparatively small. Therefore, labour can hardly be said to be 
che ap. Movement of labour from place to place is very inconstant, 
and that from occupation to occupation is irregular. Competi- 
tion, when it acts, affects the labourer injuriously. The village 
labourer is diligent and sober, but poor, unenterprising, and 
unambitious. He possesses a natural quickness of intelligence,^ 
but education has not taught him how to put it to the right use. 
He is poor, and often heavily indebted. He usually works on his 
own account, and takes upon himself the functions of the capitahst 
and business manager, which he is unfit to fulfil properly. The 
dignity of labour is not yet fully appreciated by the higher classes 

^ The no-rent margin is in most countries invisible and indefinite ; and the 
hypothesis of no- rent land is true, in practice as distinguished from theory, 
only in countries where there exists an active competition among the landowners 
and where the demand for land has not yet outstripped the supply of it. In 
India, although there is plenty of land lying waste in unpopulated tracts, yet 
in the populated parts there is hardly any productive land left unutilised. 

* Sir John Strachey says, “ The agricultural classes are certainly not inferior 
in intelligence to the peasants of many of the countries of Europe.” {Indian Ua 
Administration and Progress^ p. 394.) 
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of society. Division and differentiation of labour are practised 
only to a limited extent. 

I Indigenous capital is not only small in the country, but was, capital, 
until recently, shy.^ Even where there is wealth, lack of enter- 
prise often prevents the owner from investing it in profitable 
undertakings, for he does not fully recognise the necessity of 
taking risks, and has not yet acquired in an adequate measure the 
habit of forecasting the future. 

Business organisation, which is perhaps the most important organisa- 
factor in the success of modern industry, has not yet been de- 
veloped in India to the extent that is desirable and necessary. 

Practical experience — the best school for learning business — has 
so far taught only a small number of persons how to manage big 
concerns and to discharge properly the multifarious and arduous 
duties of the modern entrepreneur. Industrial training and the 
acquisition of commercial knowledge were, until recent years, 
most lamentably neglected. The value of co-operation and 
combination is not yet fully appreciated. The number of entre- 
preneurs of real ability, character and enterprise is extremely 
limited, and the result is that many of the persons who actually 
engage in business fail to inspire faith and confidence which are 
the corner-stones of modern industrial activity. 

These are the chief among the drawbacks which, in spite of the Result, 
richness of natural resources, have prevented the production of 
wealth from proceeding at a rapid rate. The annual production 
of India is not at all comparable to that of any other civilised 
nation. The country generally is not in a prosperous condition. 

There are some who would go so far as to assert that the condition 
of the middle classes of society has decidedly become worse than 
before, while the poorer classes lead a precarious sort of existence 
from year’s end to year’s end. 

The average farm production per head was calculated at Average 
Rs. 40 per year four decades ago.^ In the early eighties of 
tEe last century Sir Evelyn Baring (afterwards Lord Cromer) 


^ This is believed to be the result of the misrule from which the country 
suffered in the eighteenth century, and which prevented the accumulation of 
wealth and dulled the desire of the people to improve their economic condition. 

^MuUiall, Dictionary of Statistics. This is the figure also accepted by Sir 
Robert Giffen (Vide Economic Journal^ 1904). 
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estimated the average jper capita income at Rs. 27 per head ; the 
Famine Commissioners of 1880 put it at £2. In 1903 Sir Robert 
Giffen calculated it at about £2 or Rs. 30, and this figure was 
accepted by the Government of Lord Curzon. But William 
Digby and Dadabhai Naoroji put it even at a lower figure. The 
data for the calculation of the national income of India are not 
reliable. Recent investigations into the question of national 
income have given widely divergent results. The Department of 
Agriculture in Madras calculated average income in the Presi- 
dency to be Rs. 100 in 1921. In Bombay the net per capita 
annual income was estimated at Rs. 100 for urban localities and 
Rs. 75 for rural areas. Mr. Findlay Shirras in 1922 put the in- 
come per head as high as Rs. 116. There are other authorites who 
at that time were inclined to bring the figure down to Rs. 60. 
Whatever might be the value of these figures, the average income 
fell heavily during the last economic depression. According to 
Mr. Shirras, the per capita income came down from Rs. 126 in 
1924 to Rs. 58 in 1932. Sir M. Visvesvaraya calculated the 
average income in 1934 to be Rs. 55 only. Thus it does not 
appear that there has been a substantial improvement in the 
income of the people since the days of Lord Curzon. 

In calculating the income of the ordinary cultivator or labourer, 
the incomes of the rich and well-to-do classes must be deducted 
from the total national dividend. This would give us a still lower 
figure as the income per head of the bulk of the people. The 
income in India compares very unfavourably with the incomes 
of the other civilised countries. The average income of the people 
of the United Kingdom just before the war was, according to Sir 
Josiah Stamp, £50, or 25 times as large as that of India. The 
average in the United States was £72 ; in France, £38 ; and 
in Germany, £30.^ Since then, the average income in every 
country has considerably increased. The average in the United 
Kingdom is now about £75, while in the U.S.A. the figure stands 
at £90. 

Rehable statistics of the wealth of India * are not available. 

^ Vide Sir Josiah Stamp, Current Problems in Finance and Government. 

* India was celebrated in the earliest ages for her immense wealth. She was 
at one time the richest country in the world. It was the wealth of India which 
was the cause of the foreign invasions from the time of Alexander down to the 
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The average wealth per head of the population was variously com- 
puted, before the last European War, at from £10 to £20> The 
average wealth of the United Kingdom before the War was £334 
per head ; of France, £252 ; of the United States, £270 ; and of 
Germany, £246. Since the war, there have been large additions to 
the wealth of U.S.A., many European countries, and Japan. But 
India’s progress in this respect has not been at all satisfactory.^ 

This is certainly a very gloomy picture. But it need not fill us Better 
with despair about the future. Strenuous and persistent efforts on ^ 
the part of the people are sure to lead to an immense improve- future^ 
ment in the economic situation. As a matter of fact, signs are 
already visible of the approach of a better state of things. The 
defects mentioned above are not inherent in the character of the 
people, but are the result of circumstances which they are now 
endeavouring to control and modify. We already find that a 
wave of enthusiasm for industry is passing over the land. A new 
spirit of enterprise is abroad. Labour is trying to shake off its 
lethargy and ignorance ; capital is overcoming its shyness ; and 
the people are preparing themselves for a new and vigorous 
industrial hfe. 

The economic position, so far as production is concerned, may Summary, 
be summed up as follows : The productive capabihties of India 
are great. She possesses an abundance of natural resources and 
a plentiful supply of cheap labour ; but she lacks capital, enter- 


eightecnth century. When Sultan Mahmud of Ghazni sacked the temple of 
Somanath, the booty was so large that it w'as impossible to calculate its value. 
At Kanauj, Mahmud was so much struck by the splendour and magnificence 
of the city that he declared that it was “ only rivalled by the high heavens.” 
The spoil of Nadir Shah was valued at £625,000,000 {vide J. S. Cotton, Colonies 
and Dcpendcncks, and Lethbridge, History of India). 

^ £10 was the estimate of Sir Robert Giffen in 1903. The aggregate wealth 
of the different countries was at that date : England, £15,000 milhons ; the 
United States, £18,000 millions ; Germany, £16,000 millions ; France (exclusive 
of public wealth), £9,000 millions ; India, £3,000 millions. According to the 
estimate of Herr Steinman-Bucher, the national wealth of Germany increased 
annually by from £660 millions to £600 millions, and now amounts to nearly 
£20,000 millions. 

* Sir M. Visvesvaraya gives the following figures of national wealth per head 
of population : British India, Rs. 441 (1930) ; United Kingdom, Rs. 6,371 
(1926) ; U.S.A.. Rs. 9,366 (1928) ; France, Rs. 4,681 (1928) ; Japan, Rs. 2,308 
(1924); and Canada, Rs. 8,023 (1929). {Planned Economy for India, 1934, 
Table III.) 
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prise, and organisation. The defects are, however, remediable, 
and, as a matter of fact, attempts are being made to remove 
them. 


2* AGRICULTURE AND MANUFACTURE COMPARED 

Before passing on to a somewhat detailed description of the 
agricultural and manufacturing industries of the country, it 
would be well to note the chief characteristics of a mainly agri- 
cultural country as compared with those of a chiefly manufac- 
turing country. They are : 

(а) In a mainly agricultural country competition, or rather 
freedom of enterprise — which is the chief feature of modern 
industry, — cannot have its full application. The agriculturist has 
to go to the land for his work ; but raw material can be brought 
to the manufacturer to be worked on by him. 

(б) The agriculturist has to depend very largely on nature ; he 
has to adapt his work to the seasons. But the manufacturer is 
more free in this respect. 

(c) Agriculture does not submit to tlie large-scale system to the 
extent that manufacture does, and much less specialisation is 
possible in the former than in the latter. 

(eZ) As the produce of agriculture d<.‘pends largely on factors 
which are beyond human control, rainfall and other weather 
conditions, it is uncertain. In manufactures the produce is 
certain. 

(e) In agriculture, the law of Diminishing Returns applies with 
full effect. In manufactures, the influence of that law is often 
more than counterbalanced by the law of Increasing Returns. 

(/) In agriculture, there is less scope for the use of machinery 
than in manufacture. Hence, the most recent advances in 
scientific knowledge may be utilised with greater advantage in 
the latter than in the former. Chemical science and electricity 
may, however, conduce largely to the improvement of agriculture. 

(p) In an agricultural country labour is generally immobile, 
because it is inconvenient and wasteful to the labourer to move 
from one plot of land to another ; and where there is peasant 
proprietorship there can hardly be any movement at all. In a 
manufacturing country there are no obstacles to mobility of labour 
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beyond the ordinary obstacles of the ignorance, poverty, and con- 
servative habits of the labourers. 

(h) As the operations of agriculture are few and simple, there is 
much less scope for the division of labour in agriculture than in 
manufactures. 

(?) The profits of manufactures are higher than those of agri- 
culture. As a result, when exchange transactions take place 
between the raw materials of one country and the manufactures 
of another, although both countries benefit by the exchange, the 
gain of the latter is greater than that of the former. 

(7 ) The production of wealth "being larger in a manufacturing 
country, it is capable of supporting a more numerous population 
than an agricultural country. 

(k) While agriculture enables a large number of people to live 
independently, and fosters in them self-reliance and other moral 
virtues, manufactures under the large-scale system tend to the 
destruction of the freedom of tlie workmen and to the loss of 
some of their higher qualities. 

(l) Lastly, it is often said that agriculture is the primary 
industry, while manufacture is secondary. This distinction does 
not indicate the comparative importance of the one pursuit as 
against the other. From the world point of view, the two are 
equally important, although some of the most advanced nations 
lay greater stress on the growth of manufactures than on the 
improvement of agriculture. 
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(Continued) 

1. AGRICULTURE 

Agriculture is, of course, the most important industry of India. 
It gives employment to more than two-thirds of the total popu- 
lation of the country, and of the rural population nearly 90 per 
cent, is connected with it, either directly or indirectly. 

In a large country like India, the productivity of the land can- 
not but differ from place to place. We have on the one side the 
exceedingly fertile black cotton-soil and the alluvial land of the 
Gangetic Delta, and, on the other, the barren rocks of the 
Vindhyan hills and the sands of western Raj pu tana. Intermedi- 
ate between these two extremes is to be found almost every 
possible variety of fertility. Speaking generally, however, we 
may say that the land is fertile in India. 

Land may be classified in a variety of ways. The chief classi- 
fications adopted are those into cultivated and uncultivated ; 
cultivable and non-cultivable ; irrigable and non-irrigable ; ek- 
phasli and do-phusli, or in other words, land which yields one crop 
in the year and that which gives two. 

The actual produce of any year depends on the amount and 
distribution of the rainfall. The periodicity of the seasons often 
allows of two, and in a few cases, e.g., the irrigated parts of the 
Madras deltas, of three, harvests in the year. Double-cropping 
is possible in about one-seventh of the total cultivated area of 
India. 

The two main harvests are the hharif ^ or the summer crop, and 
the rahi, or the winter crop. The crops require much water 
for their growth, and, therefore, are sown as soon as the south- 
west monsoon commences, and they are reaped between Septem- 
ber and November. 

The rabi crops, as the name implies, are less dependent on rain- 
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fall. They are usually sown in October and November, and they 
ripen in March and April. The conditions affecting their growth 
being different, the character of the two kinds of crops also differs. 
This difference in character, however, is specially marked in 
Northern India ; it is less marked in Bengal, and still less in 
Madras. During the period of their growth they are subject to a 
considerable degree of cold, which limits the choice of staples. In 
Bengal and Madras, very much the same kinds of crops may be 
grown in summer and winter. 

In the Bombay presidency, which gets almost the whole of its 
rainfall from the S.W. monsoon, hharifm the chief kind of crops. 
Madras grows chiefly the rabi crops, for it is in winter that the 
N.E. monsoon brings rain to the province. In Northern India the 
south-west monsoon rain gives the condition necessary for the 
growth of varied kharif crops, while the winter weather is well 
suited to the rabi. 

Indian crops may be divided into (I) cereals, (2) pulses, (3) oil- 
seeds, (4) fibres, (5) dyes, (6) drugs, (7) spices, (8) table- vegetables, 
(9) pot-herbs, (10) miscellaneous crops, (11) fruits, (12) fodder 
crops, and (13) root-crops. This division, however, is not strictly 
logical, as some of the crops fall into more than one of the classes. 
A brief account of the chief crops is given below, which will per- 
haps be found useful. 

About 77*4 per cent, of the cultivated area is under food-crops.^ 
Rice is grown in areas of heavy rainfall, as, for instance, Bengal, 
Assam, Burma, and the coast districts of Bombay. Not only is it 
far the most important crop of Bengal, but over 36 per cent, of the 
cultivated area of India was under rice in 1936-37. The varieties 
of rice are innumerable. In Bengal there are two main harvests : 
the auSf or early crop, and the aman, the later crop. The aiLS 
does not require as much rainfall as the aman does. The aus rice 
is all coarse, and is eaten by the poorer classes ; but it serves 
as a provision against famine when there is a failure of the 
rains. Out of about 24 million acres cultivated in Bengal, about 
21 million acres are under rice. The total peld in India was about 
33 million tons in 1936-37, the area under rice being 84 J miUion 

^ This is the percentage based on figures for 1936-37. It should be noted 
that the area under food-grains varies from year to year, e.g., while it was as 
high as 206*2 million acres in 1933-34, it was only 196*7 million acres in 1927-28. 
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acres. The average yield per acre was 881 lbs. in India, the figures 
for Bengal and Coorg being 1,087 lbs. and 1,449 lbs. respectively. 
Rice is also an important crop in Madras, Bombay, and Burma. ^ 
In the United Provinces and Oudh, it is grown either in damp 
localities or with the help of irrigation. It is practically the 
sole crop in the Deltaic swamps. 

Wheat is grown in greater or smaller quantities in every pro- 
vince. The great wheat-producing tracts, however, are the United 
Provinces, the Punjab, Bihar, the Central Provinces, and Raj- 
putana. The conditions favourable for the growth of wheat are 
exactly the reverse of those of rice ; consequently, we find that, 
broadly speaking, where rice thrives, wheat does not. Wheat is 
a rahi or winter crop, and wherever possible, it is irrigated. The 
area under wheat has greatly expanded with the extension of 
canal irrigation. Towards the end of the last century, the area 
under wheat was 22| million acres, but the acreage rose to 33J 
milhon in 1936-37. The total yield in 1936-37 was estimated at 
9-8 million tons. India occupies the third place in the list of 
wheat-producing countries of the world. As regards exports, 
India generally comes fifth, being preceded by U.S.A., U.S.S.R., 
Canada, and the Argentine Republic. As a result of a succession 
of years of short crops in U.S.A., in 1936-37 prices were mainly 
governed by Australia and Argentine. Indian wheat was for- 
merly regarded as inferior in quality, but improvements in 
threshing and handling methods and the investigations of the 
Agriculture Department into the possibihty of cultivating 


^ Although Bengal is the principal producer of rice, Burma is the largest 
exporter. Burma contributed 84 per cent., while Bengal contributed 8 per 
cent., and Madras 2 per cent., of the export of rice in 1936-37. Rice accounted 
for 78 per cent, of the total quantity of food-grains exported from India during 
1936-37, while it was as high as 91 per cent, in 1935-36. Small quantities of 
rice are imported from certain Asiatic countries. The imports of rice and 
paddy from Siam and Indo-China have been somewhat restricted by the im- 
position of a protective duty of 12 as. per maund. 

India (including Burma) normally exports more than 1*5 million tons of 
rice valued at about 10 crores of rupees. The preference granted to Indian 
rice under the Ottawa Agreement helped to increase the exports of Indian rice 
to the United Kingdom. As Burma contributed more than four-fifths of the 
total exports of Indian rice, it may be anticipated that the separation of 
Burma will result in a great diminution of the importance of India’s exj)ort 
trade in rice. (Vide Baiimatea of Area and Yield of Principal Crops in India, 
1930-37, and Review of the Trade of India, 1936-37.) 
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superior varieties have resulted in a considerable improvement 
in the quality of the Indian output.^ 

Barley is grown to a small extent all over India, and chiefly in 
the United Provinces. It serves as food for men as well as 
animals. Oats are a very minor crop in India. 

Maize is grown in most parts of India, but in the United 
Provinces it forms an important food-crop. 

Millets arc grown extensively in almost every part of India. 
There are several varieties of this crop, the chief being ^'war, hajra, 
and ragijmVy which is the staple grain-crop of Southern India. 
Millets are also cultivated as a fodder-crop. 

Among cereals is also classed buckwheat, the grain of which is 
very nourishing. It is grown in the Darjeeling hills and also in 
the Central Provinces and Bihar. 

Next to cereals, pulses occupy the most important place as 
food-grains. Various kinds of pulse-crops are grown in India ; 
the most important of these are arahaVy chana, musuriy urdy mug, 
and I'alai. Pulse-crops thrive best in the United Provinces and 
Bihar. Pulses also grow well in west Bengal ; but in the Deltaic 
portion of the province the quahty of these crops is not very 
good, an excess of ordinary salt being injurious to them. Some 
of the varieties of pulses are used as fodder for cattle. 

Oil-seeds form very important crops in every part of India. 
Of the total cultivated area in British India, oil-seeds account for 
more than 5 per cent., and the total yield is about 4 milhon tons. 
There are several kinds of these, the more important among them 
being mustard (rye, sorson, and tori)y linseed (tisi)y tily castor 
(rehri)y sorguja and ground-nut. Oil is also obtained from fruits, 
such as cocoa-nut and mahua, from various flowers, and from 
cotton-seeds. Of late years, cocoa-nuts ^ and ground-nuts have 

' The total acreage under wheat in the different countries in 1936 was (in 
million acres) : United States, 49 ; India, 33 ; France, 12 J ; Az^entine, 17 ; 
Canada, 25 ; Germany, 5 ; United Kingdom, 1-8 ; Australia, 12^ ; Italy, 12^. 
The yield per acre in lbs. in these countries was in 1936 as follows : 770, 662, 
1,271, 864, 520, 1,892, 1,280, 720, 1,060 respectively. 

* “ While little attention has been given to the growth of cocoa-nut by the 
Agricultural Department, it seems probable that more will be given in future 
in the provinces where the crop is of importance, as it is one which requires the 
investment of capital, and is, therefore, suited to the circumstances of land- 
owners whose sons may profit by education at Agricultural Colleges.*’ {Report 
on the Progress of AgricuUurey 1912-13.) 
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become important articles of export. Castor-seed is also impor- 
tant because the m silk-worms are reared on its leaf. 

The total exports of oil-seeds in 1936-37 amounted to 1,156,000 
tons valued at Rs. 18-4 crores. Linseed and linseed oil constitute 
important items of India’s export trade in oil-seeds. The pre- 
ference granted by the Ottawa Agreement in 1933 caused a 
marked increase in India’s exports of linseed to the United 
Kingdom. The export of ground-nuts amounts generally to 
nearly 500,000 tons. The enormous exports of oil-seed involves 
a considerable loss to the country. It is desirable, therefore, to 
export only the oil and to retain the cake for use as animal food 
or manure in the country. Even oil-cakes are exported in good 
quantities, while the Indian cultivators suffer from the lack of 
cheap fertilisers. In 1935-36 the total value of oil-cakes exported 
from India was nearly 190 lakhs of rupees, the chief customers 
being the United Kingdom, Ceylon, and Japan.^ Moreover, 
recent circumstances have shown that the European market is 
not a very sure one, and it will be unwise to continue depending 
on it. 

Jute. Among the fibre-crops, jute and cotton, of course, are the most 

important. Bengal holds the virtual monopoly of jute in the 
world. Jute is also grown in Bihar, Assam, Orissa, and Madras. 
The average area under jute during the quinquennium ending in 
1930 was nearly 3*4 million acres. The dechne in the price of 
raw jute and the restriction propaganda started by the Bengal 
Government in 1934 have brought down the area under jute to 
some extent. It is chiefly grown on land which is liable to be 
submerged in the rainy season. The conditions which are suit- 
able for rice are, generally speaking, also suitable for jute. As a 
matter of fact, jute is now grown in many places where rice used to 
be grown before. This is a matter deserving of consideration. 
It had been for a long time a very paying crop to the Bengal 
cultivators. The prices, however, went down to a very low level 
during the recent slump and the cultivators were hit hard. The 
situation has since slightly improved, but it is doubtful whether 
jute will ever regain its position as the most important cash 
crop in Bengal. 

The first mention of jute as an article of export was made in 
^ Handbook of Commercial Information for India, Third Edition, 1937. 
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1828. The average out-turn of jute during the quinquennium 
ending in 1930 was 10-3 million bales (of 400 lbs. each) ; it came 
down in 1935 to 7*2 million bales but rose in 1936 to 9*6 million 
bales. Nearly half of the total amount of raw jute produced is 
exported ; jute manufactures are also exported in large quan- 
tities, constituting together more than 25 per cent, of the total 
value of Indian exports. The total value of jute exports stands 
at about Rs. 35 crores. Exports go to all parts of the world, the 
largest purchaser of raw jute being the United Kingdom.^ 

Attempts have been made, and are being made in several 
consuming countries, to find out workable substitutes for jute 
as a packing material. Experiments have been made with multi- 
wall paper-bags, sisal, manilla hemp, st^w7?-hemp, aloe-fibre, 
mesta-pat, rosella fibre, etc. Efforts to grow jute in Central 
American coimtries and some other places are also going on. The 
real danger to our jute export trade is likely to come from the 
wide adoption of the system of bulk-handling, which seeks to do 
away with the use of any packing material. Up till the present 
these various attempts have not affected the jute trade to any 
considerable extent. It is, however, desirable to guard against 
a possible danger, and serious efforts should be made to find out 
alternative uses of jute.^ 

Two other fibre-crops allied to jute are Bombay hemp or 
mesta-pat, which is regarded by experts as even superior to jute, 

^ Exports of raw and manufactured jute amounted in 1930-37 to 1-8 million 
tons, of which raw jute accounted for 0*82 lakh tons. Concurrently with an 
increased demand in the overseas market, there has taken place an increase in 
the internal consumption of jute. The Indian Jute Mills Association removed 
the restrictions on mill-production in 1936-37, and there was some rise in the 
internal consumption of raw jute. In September 1938 the Bengal Government 
issued an Ordinance restricting the working hours in Bengal jute mills. 

* The Bengal Jute Enquiry Committee, w'hich reported in 1934, recommended 
the appointment of a Central Jute Committee. The Central Jute Committee 
came into existence in 1936 and one of its principal duties is research (agri- 
cultural, industrial, and commercial) relating to finding of either new uses or 
new markets for jute. The Jute Mills Association also set up a Research 
Laboratory in 1937. 

Scientific research on jute and its uses have been carried on at the Univer- 
sities and under the Imperial Council of Agricultural Research, with the object, 
among others, of improving the tensile strength of jute and to produce jute 
nitrocellulose, which, owing to its low viscosity and higher solubility, is more 
useful for the lacquer industry. (Vide Progress of Science in India, published 
by the Indian Science Congress Association, 1938, p. 75.) 
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and swwn-hemp. Ehea is another important fibre-crop. Great 
hopes are entertained of the prospects of this industry in future. 
Aloe-fibre is also a useful economic product, which is grown only 
in tropical and sub-tropical countries. 

Cotton holds a very important place among the agricultural 
products of India. The total area under cotton in 1936-37 was 
more than 25 million acres, and the yield was 6*2 million bales. 
It is grown more or less over almost the whole of the country. 
The principal cotton-growing tracts, however, are the plains of 
Gujrat and Kathiawar, the Tinnevelly, Madura, Coimbatore, 
and Ceded Districts of Madras, the highlands of the Deccan, the 
valley of the Central Provinces, and Bihar. They fall into two 
classes : cotton-crop and tree-cotton ; but there are numerous 
forms of the cotton-crop, and tree-cotton also is of several kinds. 
In the Deccan the most suitable soil for cotton is the black cotton - 
soil. The quality of the product is inferior to that of the United 
States, and the yield per acre is also less. In Sind, Egyptian 
cotton has been grown for several years, but as it requires more 
water than other kinds of cotton, American cotton has been sub- 
stituted for it. In the Punjab, experiments with American cotton 
have evolved an acclimatised type, which is at present confined 
to the Canal Colonies. ‘‘ Cambodia ” or ‘‘ Tinnevelly ” cotton, 
which was imported a few years ago, grows well in the red soil of 
the Madras Presidency. It is superior to the American variety in 
quality and ginning out-turn. Experts believe that cotton 
cultivation is capable of being greatly improved, and that “ the 
cotton crop of India can be doubled without interfering with the 
growing of food supplies.'’ ^ 

Although the cultivation of indigenous cottons is more re- 
munerative to the farmer in non-irrigated tracts, the prospects of 
the production of long staple cottons are decidedly favourable in 

* Report by Arno Schmidt, Secretary to the International Federation of 
Master Cotton Spinners’ and Manufacturers’ Association. In reply to Lord 
Morley’s statement in 1910 that more cotton -growing may mean less wheat 
and other food-crops, Mr. Schmidt urged the following points : (1) there is a 
need for specialisation in Indian agriculture, and cotton, being a very remunera- 
tive crop, ought to be given the first place in suitable districts ; (2) cotton may 
be grown in rotation with some other crop, and the most suitable rotation crops 
are jowar and wheat ; (3) the increased production of cotton will increase the 
income of the people, and if the cultivator has the money he can buy food from 
other parts of the country. 
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the following parts : Sind, Punjab, Gujrat, Southern Madras, and 
the Central Provinces. In Sind an area of 300,000 acres has been 
reserved in one block in the Sukkur Barrage area for growing 
good staple cotton, to be used for spinning finer counts of yarn.^ 

It is noteworthy that while India imports large quantities of 
cotton from abroad, she also exports nearly two-thirds of the 
total amount of raw cotton produced within the country. The 
trade agreement between India and Japan, the Ottawa Agree- 
ment, and the private agreement commonly known as the Mody- 
Lees Pact have all helped to increase the foreign demand for 
Indian short staple cotton. It is expected by the Government 
of India and their supporters that the new Indo-British trade 
agreement will secure for Indian cotton further openings in the 
British market. ^ 

The simul (silk-cotton) trees (as also the common ok which Simul 
grows wild in sandy places) yield a silky fibre which can be con- 
verted into a valua].)le vegetable silk of fine quality. 

Indigo was at one time one of the chief crops of India. The Indigo, 
use of aniline dyes has, however, greatly diminished its im- 
portance. Its cultivation has now ceased in Bengal, but has been 
continued in small quantities in Bihar and the United Provinces. 

The chemical dyes are inferior in quality to indigo and other 
vegetable dyes, and a revival of this crop is not altogether im- 
possible. 

Poppy cultivation is mainly restricted to Bihar and districts Poppy, 
of the United Provinces north of the Ganges. In British India 
it is conducted on behalf of the government, and, in pursuance 
of an agreement with China, the area of cultivation has novr 
been greatly reduced. Poppy is also cultivated in some of the 
Native States of Kajputana and Central India. It is a rahi crop. 

The total quantity of tobacco grown in India is large. It is Tobacco, 
grown in many districts ; but the chief places of production are 
the Tirhut districts of Bihar, Rangpur in Bengal, and certain 
districts of Madras. 

^ Report of the Indian Central Cotton Committee^ 1933-34. 

* Review of the Trade of India, 1934-35, 1935-36, 1936-37. The first Indo- 
Japanese Trade Agreement (1934) has been replaced by a fresh Agreement in 
April 1937, which will be in force till the end of March 1940. The Agreement 
provides for a quota of import of Japanese piece-goods in lieu of specified 
quantities of export of raw cotton to Japan. 
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The chief tea-growing tracts are Assam, the Darjeeling and 
Jalpaignri districts in Bengal, the Nilgiris in Madras, Dehra-Dun 
in the United Provinces, and the Kangra valley in the Punjab. 
The amount of total production is about 400 million lbs., of which 
nearly 60 per cent, comes from the gardens of Assam, Of a total 
area of lakh acres under cultivation, nearly half lies in Assam.^ 
Of the total production of tea in India more than 80 per cent, is 
exported, and there is room for further expansion. The exports 
from Calcutta and Chittagong in 1936-37 came up to 256 million 
lbs., while the other Indian ports contributed 46 million Ibs.^ 
The United ELingdom is the largest of the customers of Indian tea, 
taking more than 80 per cent, of our total exports. 

A new step undertaken in recent years is the restriction scheme 
under the International Tea Agreement. During the war a 
control scheme was launched by the Food Controller, but these 
restrictions were removed in 1919. Since 1927, however, the tea 
industry had been experiencing the evil effects of over-produc- 
tion. The average price of tea in the Calcutta Auctions came 
down from 12-75d. per lb. in 1928-29 to 5*81d per lb. in 1932-33. 
At this stage (on April 1, 1933) the representatives of the tea 
industry in India, Ceylon, and Java entered into an International 
Tea Agreement for a period of five years with a view to restricting 
extension of cultivation and export by a quota system. Accord- 
ingly, in India a Tea Control Act was passed in 1933 estabhshing 
a Tea Licensing Committee for the allotment of export quota to 
the different gardens and the issue of export licences. This Act 
was renewed in 1938. The result of this control scheme will be 
realised from the fact that there took place a 58 per cent, rise 
in the price of tea during 1933-37. ^ 

Attem^pts are being made by the Tea Market Expansion 
Board to popularise the consumption of Indian tea. The recent 
prohibition measures, e.g., in the Salem district in Madras, have 
given opportunities to the Board to push the sale of tea in the 
Indian market. The Board is financed by a small cess levied on 
the exports of tea from India. 

^ Figures relate to 1936-37. 

* Review of the Trade of Iridia, 1936-37, pp. 98-102. 

• Handbook of Commercial Information for India^ 1937, pp. 249-289 ; India 
in 1933-34, pp. 140-141. 
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The cultivation of coffee is confined wholly to Southern India. Coffee. 

It has to face acute competition from Brazil and Ceylon. The 
amount produced in 1935-36 was 41*2 million lbs. as compared 
with 33 million lbs. during the previous season. Exports in 
1935-36 amounted to 211,000 cwts. valued at Rs. 84 lakhs. The 
Coffee Cess Act of 1935 provides for the constitution of a Com- 
mittee on the lines of the Tea Market Expansion Board for 
expanding the market for Indian Coffee. 

The two main centres of the cultivation of cinchona are Dar- Cinchona, 
jeeling and the Nilgiri hills. It is a government monopoly. 

Of table vegetables a large variety is found in India. The Table 
most common and important is potato. It is usually grown after 
aus paddy or jute ; in tracts of the country where potato is the 
principal crop, it often forms the only crop of the year. Deep 
cultivation is essential for the growth of the crop. The other 
common vegetables are palvalsy hrinjals, cabbages, cauliflowers, 
tomatoes, and turnips. Akin to potatoes is cassava, called 
simylalu or sarkarkanda. This vegetable sometimes serves as 
the chief food during a famine. It resists drought and yields a 
nourishing and palatable food. A more extended cultivation of 
this and other drought-resisting articles is desirable as a protec- 
tion against famine. 

Nowhere, perhaps, in the world can a larger variety of fruits Fruits, 
be found than in India, The cultivation of fruits is not, how- 
ever, undertaken according to proper scientific methods. If that 
is done, the quality of the fruits is sure to be improved and the 
yield greatly increased. New fruits suited to the conditions of 
the climate and the soil ought also to be introduced. India is 
capable not only of supplying herself abundantly with fruits, but 
also of carrying on a lucrative trade with other countries. 

The Government of India have recently launched a fruit 
research scheme at the Experimental Station at Sabour in 
Bihar. The future of the export trade in Bombay mangoes 
seems to be promising and, if resort can be had to better methods 
of preservation, we may expect an enormous trade in Indian 
fruits. 

Sugar-cane is indigenous in India. It had at one time a pre- Sugar, 
eminent position in respect of acreage and yield. Sugar was a 
flourishing industry in India. The first check to the growth of 
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the cane sugar industry came from the development of beet-root 
sugar on the European continent. The immense development 
of the sugar industry in Java on up-to-date lines caused a further 
dechne in the Indian sugar industry. In the years following the 
European War, India became increasingly dependent on Java for 
the refined sugar required for domestic consumption. The Indian 
Sugar Committee of 1919-21 examined the problem carefully and 
recommended the adoption in India of the system of organisation 
prevaihng in the Java sugar industry. An active step was taken 
by the government when a research station for investigating 
sugar-cane genetics was started at Coimbatore. 

The real impetus to the sugar industry and consequently to 
the cultivation of sugar-cane was, however, given by the fairly 
heavy protection granted to sugar in 1932 on the recommenda- 
tion of the Tariff Board. There has been a phenomenal expan- 
sion in the sugar industry, so much so that India at the present 
moment is almost self-sufficient with regard to her requirements 
of sugar. 1 

This development of sugar-manufacturing industry has mark- 
edly influenced the cultivation of sugar-cane. The average an- 
nual production of sugar-cane during 1925-30 was 2,983,000 
tons ; it has since become nearly double in quantity. The area 
under sugar-cane increased from 2,728,000 acres during 1925-30 
to 4,435,000 acres in 1936-37. 

More than 2 milHon acres have been brought under the improved 
varieties of cane.^ The Governments of the United Provinces and 

^ The total production of sugar in India from cane and gar lias increased 
from 110,918 tons in 1929-30 to 1,104,800 tons in 1936-37 ; and the total 
imports have come down from 939,600 tons in 1929-30 to 201,200 tons in 
1935-36, and then very sharply down to only 23,100 tons in 1936-37 [Review 
of the Trade of India, 1936-37). 

On a comparison of the sucrose content of cane in India with that of cane in 
Natal, Mauritius, Java, and Hawaii, it is found to be 1*5-1 and the purity of 
the juice 6-5 points lower, while the fibre content is about equal to Natal and 
2-3 points higher than elsewhere. “ These disparities are significant, as they 
clearly show the handicap India is suffering in respect to cane, which, after 
all, is the basic factor in the economic production of sugar.” [Capital, Jubilee 
Number, November, 1938.) 

* “ Yields of cane, of course, differ wddely, starting from the north-west in 
the dry tracts of the Punjab, where frost is not rare, proceeding south-east to 
Bihar, we may take the average yield of ryot cane to range from 300 to 400 
maunds per acre. Where cane is grown by factories under expert supervision 
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Bihar have taken steps to control the production and sale of sugar 
and to fix minimum prices for sugar-cane from time to time. The 
whole position relating to the sugar industry has recently been 
the subject of investigation by the Tariff Board. The best cane 
is grown in Bengal, the United Provinces, and in some districts of 
Bihar. Palm-sugar is manufactured either from the juice of the 
ordinary palm or of that of the date-palm. The date-sugar 
industry of Bengal, which is now languishing, is capable of being 
made profitable, as the yield is certain and very little expense 
has to be incurred for cultivation. 

Although spices of various kinds are grown in different parts Spices, 
of the coimtry, the total production Ls not sufficient to meet the 
demand ; and a great extension of their cultivation is needed. 

Among the miscellaneous crops the more important are lac 
and india-rubber. Lac is a resinous incrustation formed on the 
twigs of certain trees. Assam, Burma, and the forest tracts of 
the Central Provinces, Bihar and Chota Nagpur are the chief 
sources of its supply. The importance of lac as an export- 
commodity is increasing steadily. Besides India the only other 
important lac-producing countries in the world are Siam and 
Indo-China. The production of these two latter countries is 
insignificant, and India enjoys a practical monopoly in the trade. 

The normal annual production of stick-lac in India is estimated 
by the Indian Lac Cess Committee to be nearly I million cwts. 

(i.e., 11 million maunds). The exports in 1936-37 amounted to 
834,000 cwts. The U.S.A. and Japan are the best customers for 
Indian lac, which is used in making gramophone records, 
varnishes, inks and paints, and also for insulating purposes in the 
electrical industry. The Indian Lac Cess Committee constituted 
in 1930 controls the industry and encourages research on the ways 
of refining and utilising lac. 

The importance of india-rubber as an economic product is India- 
being recognised more and more widely every day, owing to the 
numerous technical purposes for which it is utilised. In India its 
principal sources of supply are Burma and the Malabar coast. The 

the yield is about doubled. In Bengal and Southern India heavier yields are 
obtained by intensive cultivation under climatic advantage.s.” The average 
yield for South Africa was about 500 maunds and for Java 1,520 maunds. 
{Capital, Jubilee Number, November, 1938.) 
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area for all types of rubber in India (including Burma) increased 
from 192,365 acres in 1930 to 228,200 acres in 1936-37 and the 
yield from 24 million lbs. to 60 million lbs. during the same 
period. In 1936-37 the exports of raw rubber amounted to 
28*9 million lbs. valued at 104 lakhs of rupees. India’s share in 
the total production of the world is very small (3%). India im- 
ports every year a large amount of rubber goods, particularly 
tubes and tjrres for motor vehicles, and there seems to exist a 
good possibility for the development of rubber manufacturing in 
India. 

Sericulture was once a profitable industry, but towards the 
middle of the last century it declined. The decay of sericulture 
in India is attributed to the following causes : (a) low price 
obtained for the product due to foreign competition, (6) high 
rent of mulberry land, (c) degeneration of the silk-worm, and 
(d) disease. The Silk Committee of 1908 were of opinion that 
pebrine was the main cause of the decline in the production of 
mulberry silk in Bengal. They observed : “Twenty years ago 
several firms were engaged in silk-reeling, and the silk-producing 
districts were dotted with filatures in which silk was reeled for 
export. At the present time a single European firm is engaged 
in this business.” ^ 

The main sources of mulberry silk in India are Mysore, Coim- 
batore, Kashmir, certain districts (Malda, Murshidabad, Rajshahi, 
and Birbhum) of Bengal and a few scattered areas in Assam, 
Burma, and the Punjab. Besides mulberry silk, which constitutes 
the larger part of the total production, tasar is produced in Bihar, 
the Central Provinces, some districts of Bengal, and the United 
Provinces ; muga is produced in Assam, and eri in Bengal, Assam, 
Bihar, Orissa, and Madras. In Bengal and in the Mysore State 
valuable experimental work has been done recently under the 
supervision of experts, as a result of which the area of land 
under mulberry cultivation has substantially increased. In Kash- 
mir the silk industry is a state monopoly. 

In the whole of India more than a million persons depend on 
silk-worm rearing. The Tariff Board estimated that in 1931-32 
the production of mulberry silk cocoons amounted to 28 million 

' Quoted in the Report on an Enquiry into the Silk Industry of India^ 1916, 
vol. i, p. 11. 
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lbs., reeled silk to 2 million lbs., and silk waste to 1 million lbs. 
The average annual exports of raw silk during the decennium 
1924-25 — 1933-34 amounted to 1,006,366 lbs. There has taken 
place an unwelcome decHne in the exports of reeled silk. This 
is explained by a number of causes — ^viz., a fall in the world 
demand for silk, increased competition from China and Japan, 
increased Indian consumption, and, most important of all, the 
increased use of rayon or artificial silk.^ 

The manufacturing industry in silk is mainly confined to hand- 
loom weavers, and the chief centres are Amritsar, Jullundhar and 
Multan in the Punjab, Benares and Shahjahanpur in the United 
Provinces, Murshidabad, Malda, Bankura and Bishnupur in Ben- 
gal, Nagpur in the Central Provinces, Bhagalpur in Bihar, and 
many other scattered areas in Burma, Bombay, Mysore, Madras, 
aod Kashmir. *^Most elaborate patterns are worked out with 
the aid of dobbies and jacquard harness, and the beautiful silk 
brocades known as Kincobs liberally interspersed with metaUic 
threads for which Benares and Madura are famous, command 
appreciation even in the west.” In Burma the consumption of 
silk goods is fairly high, but there the local market has been 
almost captured by silk and rayon manufactures from Japan and 
China. 

The Indian Tariff Board enquired into the conditions of the 
industry in 1933, and on the basis of their recommendations 
protective duties were imposed in May 1934 on imported silk and 
silk manufactures. These duties are due to expire in 1939. A 
new Tariff Board has recently investigated the position and pros- 
pects of the silk industry, and its Report is now engaging the 
attention of the Government. 

The crops most largely used as fodder-crops are^Wr, hajra, and 
ragi. In the Punjab and in Bihar ^war is largely cultivated as a 
fodder-crop. It is also grown in some parts of Bombay. In 
Madras ragi mostly takes the place of jiuir. Sugar cane, as a 
fodder-crop, is used principally by the European planters in 
Bihar. Grams, oats, barley, turnips, and prickly pears are grown 
in different parts of the country as fodder-crops. Some kinds of 

^ The imports of artificial silk into India are steadily increasing, the total 
being 17*6 million lbs. in 1936-37 of which Japan alone supplied 15 million lbs. 
{Review of the Trade of Induiy 1936-37.) 
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trees are frequently very valuable as supplying fodder for cattle. 
Very little, however, is known of the comparative feeding values 
of Indian fodders. It is needless to say that the cultivation of 
fodder-crops is very necessary for the improvement of cattle. 

Accurate and reliable statistics regarding the agricultural 
produce of India are not available. But the following figures ^ 
will give the reader approximate ideas : 


Net area of land by professional survev 

_ 

Million acres 

679-G 

Area under forest - _ . 

- 

- 

89-2 

Not available for cultivation 

- 

- 

155 

Cultivable waste other than fallow 

- 

- 

154*3 

Fallow land 

- 

- 

48*6 

Area irrigated . - - _ 

- 

- 

51*7 

Net area sown with crops 

- 

- 

231*9 

Total area under food-grains 

- 

- 

204 

,, ,, other food crops 

- 

- 

12*6 

,, ,, sugar cane - 

- 

- 

4*47 

„ „ tea - 

- 

- 

•79 

., ,, oil-seeds 

- 

- 

17*8 

,, ,, cotton 

- 

- 

15*36 

„ M jute - 

- 

- 

2*54 

,, tobacco 

- 

- 

M5 

,, ,, fodder-croj)s 

- 

- 

10*8 


Of the total area under food-grains about 40 per cent, is under 
rice, slightly more than one-eighth under wheat, and about oiui- 
sixth under juar and bajra.^ 

Dairy-farming is more akin to agriculture than to manufacture, 
and can be profitably practised in association with the former. 
It ought to be a flourishing industry in India, but unfortunately 
is now in a languid state. The reason is to be found in the un- 
economical method of work, the neglect of hygiene and breed of 
cattle, and the want of pasture lands. The supply of milk and 
its products, such as butter, ghee, mathu, etc., has greatly con- 

^ The figures are for the year 1935-36. [Vide Agricultural Statistics of British 
India, 1936-37 (Provisional), and Statistical Abstract for British India.'] Figures 
are not available for the Indian States. 

* In 1935-36 there were in India the following live-stock : Bulls and bullocks, 
61,314,000 ; cows, 38,362,000 ; calves, 34,803,000 ; buffaloes— male 5,796,000, 
cows 15,355,000, young stock 12,797,000. 
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tracted. The best efforts of the people should be directed to- 
wards an industry which would supply them with the best and 
most nutritious kind of food. For this purpose, the improve- 
ment of cattle and an increase of grazing fields are absolutely 
essential. The extension of dairy-farming on co-operative lines 
should be carefully considered. The problem of milk supply in 
cities has assumed an acute form, lind it is high time that the 
municipalities of India should move in this direction. 

Apart from the efforts of the Imperial Council of Agricultural 
Research, great impetus has been given to problems of breeding 
and improvement of cattle by the present Viceroy, Lord 
Linlithgow, who was the Chairman of the Royal Commission 
of Agriculture in India. 

Arboriculture is a science akin to agriculture, though trees can 
hardly be classed as agricultural crops. The forests in British 
India are mostly under State control. They are classified, for 
departmental purposes, into (i) reserved, (ii) protected, and (iii) 
unclassed or public forest land.^ 

India is capable of growing various kinds of trees. They grow 
naturally in places where there is an abundant rainfall ; but 
they can be grown everywhere, — even in the arid tracts. At one 
time almost the whole country of India was covered with trees. 
In the first half of the nineteenth century, however, the matter 
was badly neglected, and many parts of the country were de- 
nuded of forests. The serious effects of disforestation were 
realised in the latter half of the nineteenth century. It would 
certainly have been disastrous to the national interests of India 
if the future development of her natural resources had been 
sacrificed to the immediate interests of the present generation. 
A policy of systematic conservation of forests has now been 
adopted. The propagation of trees which yield starch, oil, sugar, 
vegetables, and fibres is of vast importance to a country where a 

1 The forests in India are divided into six classes. The evergreen forests are 
found in the West Coast of India, in Burma, in the Andamans, and in the 
sub'Himalayan tracts to the east. They contain various kinds of large trees. 
The decidvAms forests occur in parts where there is a sufficient rainfall ; teak 
and sal are the most important kinds of timber. The dry forests are found 
chiefly in the Punjab and Central India. The Alpine forests are in the Hima> 
layas, where deodar, cedar, pine, oak, and other trees grow. The best example 
of tidal forests is the Sunderban in Bengal. The riparian forests occur in the 
Punjab and in l^rma. 
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failure of agricultural crops through drought or inundation is of 
frequent occurrence. The Forest Research Institute at Dehra- 
Dun is engaged in exploring the possibilities of development of 
India’s forest products. Lac, tanning materials, essential oils, 
turpentine, and resin have established themselves firmly in the 
markets of the world. But apart from their invaluable uses for 
food, fodder, and timber, trees are highly useful for their influence 
on the climate and rainfall. The presence of trees reduces the 
temperature of the atmosphere, while radiation is hindered at 
night. Trees thus produce the effect of equalising temperature ; 
and by keeping the atmosphere moist they induce the fall of 
rain.^ Beneath the shade of trees a rich layer of humus is formed 
which keeps the roots cool in summer and warm in winter, besides 
absorbing and retaining a great quantity of water. It is in this 
way that trees sometimes change the character of the poorest 
soils permanently for the better. Further, they prevent the soil 
from being washed away or denuded by rain. Trees also act as a 
most valuable fertilising agency of surface soils by bringing up 
food materials from the depth of the land and storing them in 
leaves which afterwards fall and get mixed up with the soils. 
Lastly, they serve as break-winds in localities where high winds 
are an objection. It is essential, therefore, that by improve- 
ments in the method of culture, by the adoption of better methods 
of administration, by the development of new uses and markets, 
and by greater attention to minor forest products, the forests 
of India should be made a very important source of her national 
income.2 

Pisciculture is analogous to agriculture. Fish is valuable as 

^ This has been proved by experiment. For instance, in the Delta of the 
Nile, since the planting of trees the average number of rainy days in the year 
has increased from 6 to 40. In India many fertile parts of the country have 
become sterile since the destruction of forests {vide N. G. Mukherji, Handbook 
of Indian Agriculture). 

^ The main purpose for which forest administration has been instituted is to 
secure a conservation of our natural resources for future generations. At the 
present moment, however, state control is exercised without any definite or 
clear-cut object in view. It will be a wise policy for our provincial governments 
to adopt the recommendations of the Royal Agricultural Commission, namely, 
that a forest utilisation officer should be appointed in every province for the 
development and expansion of industries based on forest products, and that 
there should be a reclassification of the forests into those important for com- 
mercial purposes and those important on physical and climatic grounds. 
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human food and also as manure for agricultural purposes. 
Fisheries afford emplo3mient to a considerable number of men ; 
but the industry is carried on in a very inefficient manner, and 
can hardly be said to be a prospered one. If proper methods be 
adopted, India, with her innumerable rivers, streams, and tanks, 
as well as her extensive sea-board, ought to have a plentiful 
supply of fish. 

The Madras Government was the first to evince an interest in 
pisciculture. Recently, other provincial governments seem to 
have become ahve to the need for developing fishery resources. 
The Bombay Government are framing a scheme for increasing 
supplies throughout the province and the Government of Bengal 
have appointed an expert to investigate the question. 

In India, as we have seen, the land is split up into millions of 
small holdings. Agriculture is consequently practised on a small 
scale. As has been rightly observed, “ the average size of the 
holding in Assam and Bengal, and specially Eastern Bengal, is 
so small that the cultivation of it is hardly ever too much for the 
owner himself to accomplish.’' ^ The same conditions are found 
in other tracts. Cultivation is almost always extensive ; it is 
only in exceptional instances intensive. It is practised in the 
different provinces with an infinite variety of detail, according 
to the varying conditions. The Deltaic swamps of Bengal and 
Burma, the dry uplands of the Carnatic, the black-soil plains of 
the Deccan, the strong clays of the Punjab, and the deserts of 
Sind and Rajputana require separate modes of cultivation. The 
Indian peasant is ignorant, and consequently the method of 
cultivation is unscientific ; but practice and the inherited ex- 
perience of generations have taught him the value of a rotation of 
crops and the use of follows. He knows what crops are suitable 
to a particular soil. He sows and reaps at the right times. He is 
assiduous and does his best to get the largest return from his field. 
But his poverty often prevents him from properly manuring his 
land,^ or selecting good seeds, or leaving his land fallow for a 

^ Cenaiu Report of India^ 1931, vol. i, p. 246^ 

* Social prejudices also sometimes stand in the way of the utilisation of 
certain kinds of cheap manure, which are thrown away to the great detriment 
of the soil. 
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season. The implements used are of the simplest kind, but im- 
proved varieties are needed. 

Considering the circumstances of the peasant and the con- 
ditions of Indian agriculture, it may be said that, on the whole, 
the peasant is efficient. What the peasant primarily wants is 
more capital. With greater capital he would be able to spend 
more on manures, he would purchase better cattle and feed them 
properly, and he would be able to supply his land with the 
required amount of water. The peasant also lacks a knowledge 
of improved methods of cultivation, and, to remedy this defect, 
a^icultural education is necessary. 

As agriculture is the chief industry of the country, and as the 
success of other industries depends on the supply of raw materials, 
the improvement of agriculture ought to engage the serious 
attention of every thinker in India. Various suggestions have 
been made from time to time for the improvement of Indian 
agriculture. Some of these suggestions, however, have come from 
men who have not taken fully into consideration the circum- 
stances of the cultivator and the conditions under which he has 
to work. The scientific method of cultivation involves large 
tracts of land, deep ploughing, perfect irrigation, good manuring, 
and proper rotation of crops ; and thus necessitates the expendi- 
ture of a large amount of capital which is beyond the means of 
the ordinary cultivator. There is a good deal of truth in the 
remark made long ago by an Indian daily newspaper, which said, 
“ The cultivators have nothing to learn so far as unscientific 
agriculture is concerned, and the adoption of scientific agriculture 
is wholly beyond ^Ja^means.” 

There is, however, much room for improvement even imder 
the present conditions ; and it is believed that the introduction 
of improvements into the existing methods of cultivation will 
increase the yield of fields by or 20 per cent. ^ Co-operation 
among farmers may go a long way towards solving some of the 
problems and removing many of their difficulties. For instance, 
the farmers may combine to purchase improved implements for 

1 F. Smith, formerly Director of Agriculture, Bengal, believed that the average 
yieldfi per acre of all crops except jute could be doubled, while that of jute could 
be increased 70 per cent. He thought that by education and the application 
of science to agriculture, the annual national income could easily be doubled. 
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their common use, or they may join together in constructing 
wells for supplying water to their fields, or they may leave 
common pasture-land for the grazing of cattle. The Co-operative 
Societies, if properly worked, are likely to be of immense help 
to the agriculturists. 

Scientific experiments, carried out with a full regard to the 
circumstances of the country, will undoubtedly prove useful in 
many ways. Agricultural fairs and shows may be of much use 
to cultivators by demonstrating the advantages of improved 
implements and of good seeds and suitable manure. 

Some agricultural experts despair of the improvement of 
agriculture because they have taken the Indian peasant to be The 
“ a living emblem of inertia.” But, in reality, the peasant is not peasant 
so conservative as he is often supposed to be.^ He is not quite 
unwilling to adopt improved methods, but these must be shown servative. 
to be capable of giving better results. In order to induce the 
peasant to adopt improved methods, the experts must prove, not 
on paper, but by actual farming, that these are paying and are 
suitable to the conditions under which the cultivator lives.^ As 
D. L. Roy observes, “ The neatness of the costly and heavy 
Sibpur plough, the scientific value of artificial manure, the sleek 
appearance of well-fed cattle have attractions of their own for 
the amateur ; but to the practical agriculturist, the balance of 
profit is of more importance and far more tempting.” ® “ The 
introduction of Cambodia cotton into the Madras Presidency,” 
says the Director of Agriculture, Madras, “ is perhaps one of the 

^ Vide Voelcker, Improvement of Indian Agriculture. 

- The scientific system of agriculture is feasible only if undertaken by capi- 
talist-farmers who can afford to commence farming on a large scale. For the 
scientific method of cultivation, at least a hundred acres (300 bighas) of land 
is necessary. The advantages of scientific agriculture are : — the provision of 
sufficient water, good manure, selection of good seeds, greater division of labour, 
the opportunity of raising particular crops according to the suitability of each 
plot of land, greater rotation of crops, and larger scope for experiments. With 
these advantages may be compared those possessed by the farmer who works 
on his own account, viz., the intense interest taken by the cultivator in his 
work, the spirit of independence and of self-reliance and other moral qualities 
which the system fosters, as also the social influence which it confers on the 
possessor of land. It should, further, be considered in this connection, whether 
or not small-scale cultivation is well-adapted to the land-tenure system and 
the social environment of the country. 

* D. L. Roy, Crops of Benjgal, p. 8. 
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most striking instances in India of how readily the ryot will take 
up a new cultivation, if once he is satisfied that it pays him to do 
so. ^ 

In 1889, the Government appointed Dr. Voelcker to make 
enquiries into the condition of Indian agriculture, and to suggest 
possible improvements. He submitted his excellent report in 
1893. In his report he recommended the adoption of certain 
measures, which may be summarised as follows : (1) the spread 
of general and agricultural education, and the preparation of 
suitable text-books in the vernaculars for the purpose ; (2) the 
extension of canals and other means of irrigation to tracts 
where they are required ; (3} the more energetic working and 
popularising of the system of taccavi advances for well-digging 
and similar purposes ; (4)^' the institution by Agricultural De- 
partments of organised enquiry to ascertain the irrigation 
requirements of each district ; (5) the creation of reserves of 
wood and fodder (called “ Fuel and Fodder Reserves ”), the 
planting of trees along canal banks and railway lines, and the 
further encouragement of arboriculture ; (6) the continuation 
and extension of experimental research aided by chemical 
science in reference to new crops, methods of cultivation, 
manures, etc. ; (7) the trial of new implements at Government 
experimental farms and the distribution of approved ini^le- 
ments among the cultivators ; (8) the distribution of seed 
from agricultural farms ; (9) the location of stud bulls at 
Government farms, and the encouragement of improved breeding 
of cattle.^ 

The extension of the different modes of irrigation and the 
adoption of such dry-farming methods as may be found success- 
ful by experiment, are likely to increase the area under culti- 
vation, and thus add to the agricultural wealth of the country. 
A recent bulletin of the United States Department of Agriculture 
says that dry-farming consists not only in raising crops in 
regions of moderate but uncertain rainfall by collecting and 
preserving all the moisture obtainable, but also in raising cer- 
tain kinds of crops in districts where the rainfall is altogether 
deficient. 

^ AgricuUural Journal of India, vol. iv, pt. 4. 

* Vide Dr. Voelcker, Improvement of Indian Agriculture. 
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Undoubtedly, agricultural education^ is essential for the 
improvement of the condition of the agriculturist. But agri- 
cultural education must be preceded by general education. The 
Government imparts instruction in the science and practice of 
agriculture in a number of well-equipped agricultural colleges and 
schools which have been started in some of the provinces. The 
Pusa Institute, now removed to New Delhi, is the principal seat 
of agricultural research in India. But the kind of education 
which is at present imparted in the Government schools hardly 
leads to much practical result. An eminent lecturer in an agri- 
cultural college once remarked : “ Neither the farm-labourer, 
nor the farmer, nor the landed proprietor cares, as a rule, for 
agricultural education.” These institutions are meant for educated 
men, but it is a pity that the passed students, instead of starting 
the business of farming on their own account, generally try to 
secure service under the Government. To be really useful, agri- 
cultural training should consist of two parts, a higher and a lower : 
the first for turning out experts and organisers, and the second 
for assisting actual cultivators in their work. There has lately 
been a change in the policy of agricultural education in India in 
some of the provinces, where school education in agriculture is 
making some progress. Ordinary vernacular middle schools are 
also, in some cases, being utilised for imparting practical training 
in agriculture in rural areas. 

In 1926, a E-oyal Commission was appointed under the chair- 
manship of Lord Linhthgow to make an exhaustive enquiry into 
the problems of Indian agriculture. The Commission published 
a valuable report in 1928, containing a comprehensive study of 
almost all problems connected with Indian agriculture. Their 
recommendations cover a very wide range, including problems 
relating to animal husbaiidry, irrigation, forests, education, 
communications, financing of agriculture, rural industries, and 
horticulture. 

Two of their other important recommendations have consider- 
ably influenced the subsequent activities of the Government and 
pubhc bodies. First, the Commission strongly emphasised the 

^ Germany has established agricultural colleges and schools all over the 
country, and, as the result of agricultural education, has achieved marvellous 
results in improving agriculture. 
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need for a co-ordination of agricultural research under a central 
organisation. The Government of India called a conference in 
October, 1928, and adopted a scheme for the establishment of the 
Imperial Council of Agricultural Research. This Council has now 
been in existence for nearly ten years and during this period it has 
helped and organised research and has also acted as a bureau of 
information relating to all agricultural investigation. A further 
step in the direction of organising research has been the recent 
establishment of the Central Jute Committee.^ 

The second important contribution of the Royal Agricultural 
Commission was the emphasis laid on a better organisation of the 
marketing of agricultural produce. In view of the weU-known 
fact that our cultivators do not get a proper price for their out- 
put, partly on account of their ignorance and poverty, and partly 
on account of the existence of a long chain of middlemen between 
the cultivators and the wholesale markets, and also in view of 
the limited success attained in the experiments in establishing 
co-operative sale societies, the Commission recommended, first, 
the development of means of communication, secondly, the estab- 
lishment of regulated markets under the control of local market 
committees and subject to the supervision of the Government 
and local bodies, and thirdly, the standardisation of weights and 
measures. 

In Berar and Bombay regulated markets had been established 
before the Royal Commission published their Report. In Bengal, 
the Jute Enquiry Committee of 1933 endorsed the recommenda- 
tion of the Royal Commission on Agriculture for the establish- 
ment of properly regulated markets for jute. Together with 
these, suitable measures for the grading of agricultural produce, 
for affording warehousing facilities, and for granting financial 

1 Broadly speaking, almost every branch of agriculture has been the subject 
of investigation. In plant- breeding, valuable work has been done in respect 
of wheAt, cotton, rice, and sugar cane. Mycological investigations have resulted 
in numerous findings about the fungal and virus diseases of plants. Enquiries 
have also been extended to the nature and method of eradication of inseot 
pests, by the Locust Research Entomologist and his staff at Karachi. The 
other lines of research include soil fertility, soil micro-biology, plant physiology 
and biochemistry, fruit culture and fodder-crops. In agricultural engineering, 
considerable work has been done in devising new types of tools and implements. 
See Progreaa of Science in India, published by the Indian Science Congress 
Association^ May 1938, chap, vi (by Dr. W. Bums). 
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accommodation to cultivators on the lines of the British Agri- 
cultural Marketing Act of 1931, should be undertaken in order to 
introduce a satisfactory system of marketing. 

An elaborate marketing survey has already been conducted by 
a Special Marketing Officer, with the collaboration of officers in 
the provinces and some of the states, in regard to certain selected 
crops. 

In concluding their report the Royal Commission observed : Conclud- 
“ The aim of the suggestions and recommendations we have made 

rcmflrFKS 

in the preceding chapters has been to bring about greater efficiency 
throughout the whole field of agricultural production and to 
render the business of farming more profitable to the cultivator. 
Throughout our report, we have endeavoured to make plain our 
conviction that no substantial improvement in agriculture can be 
effected unless the cultivator has the will to achieve a better 
standard of living and the capacity, in terms of mental equipment 
and of physical health, to take advantage of the opportunities 
which science, wise laws, and good administration may place at 
his disposal. Of all the factors making for prosperous agriculture, 
by far the most important is the outlook of the peasant him- 
self. ... , 

“ If the inertia of centuries is to be overcome, it is essential 
that all the resources at the disposal of the state should be 
brought to bear on the problem of rural uplift. \Miat is required 
is an organised and sustained effort by all those departments 
whose activities touch the lives and the surroundings of the rural 
population.” 


2. TUNING 

Akin to agriculture is the mining industry, for both of these Mining, 
are concerned with the raising of raw materials from the earth. 

As we have already seen, India is very rich in minerals almost of 
every kind ; * and there is hardly anything which she cannot 

' Hoi/al Commission on Agriculture in India, Abridged Report, p. 89. 

* This n the view held by Sir Thomas Holland, lately Director of the Geolo- | 
gical Survey of India. Vide his paper read before the Industrial Conference, 

1905. 
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produce if only capital, enterprise, and technical knowledge are 
forthcoming. 

The decay of the ancient metallurgical and chemical industries 
injuriously affected mining in India ; it resulted in the almost 
exclusive development of those minerals which could be consumed 
by direct processes on the spot, or which, on account of their 
abundance and cheapness, were suitable for export in a raw state. 
Nevertheless, during the past few decades conditions have been 
rapidly ripening in India for the successful revival along European 
lines of industries dependent on the ores and minerals. 

There has been a revival in recent years in the output of 
minerals in India after a fairly long period of depression. The 
average annual value of mineral production in India during the 
quinquennium 1919-23 was £24,616,601 (=Rs. 32*8 crores), but 
this average came down to £17,848,306 (=Es. 23*8 crores) during 
1929-32.1 

Coal is the most important of these products, the output in 
1935 being 23,016,695 tons and the value of the output nearly 
7 crores. Imports of foreign coal in 1936-37 amounted to 74,900 
tons valued at Rs. 11 lakhs. Nearly half of these imports came 
from the Union of South Africa, of which. the major portion was 
taken by the Bombay Presidency. The coal workings in India are 
still very shallow, only one shaft having been sunk to a greater 
depth than 800 feet. Coal is very unevenly distributed over India. 
Its production is concentrated in what is known as the “ Bengal 
Coal Fields,” though by far the largest portion of the total out- 
put is now contributed by the mines in Chota Nagpur. The 
whole of the coal raised in the province of Bengal comes from the 
Ranigunj coal-field situated in the Burdwan district. The first 
working of this field dates from 1820. The Jharia coal-field is 
situated in the districts of Manbhum and Hazaribagh in Chota 
Nagpur. There are important fields in Assam, but the distance 
of the Assamese coal-fields from the leading industrial centres and 
the seaports of India prohibits greater use of these high-class coals, 
of which large reserves exist. The other coal-fields are to be found 
in the Central Provinces, the Punjab and the Rajputana Agency, 
but they are small both in size and output. In the beginning 
of the present century the average production of coal was 
^ J. Coggin Brown, India's Mineral Wealthf Oxford, 1 936. 
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million tons, of which the share of the Bengal coal-fields was 84*9 
per cent. During the year 1935 the production was a little over 
23 million tons, of which about 80 per cent, was contributed by 
the coal-fields of Bengal and Chota Nagpur. The coal-fields of 
India are found in deposits much younger than those of Europe, 
and, generally speaking, it may be said that they belong to the 
Gondwana Age. They almost invariably follow the river valleys, 
and to a great extent are basin-shaped. 

The Indian coal industry has been passing through a period of 
depression for the last twelve years. The institution of coal con- 
trol in 1919, the restriction of transportation facilities, high 
freights, and the dumping policy of South Africa, have deprived 
India of her command over the foreign market and to a certain 
extent over the Bombay market. There has, further, taken place 
an increase in the cost of production, and the greater part of 
this increase is attributed to increased wages. As for the other 
causes, “ the requirements of the new Mines Act, the new Boiler 
Act, together with the higher standard demanded in such matters 
as housing, sanitation, and water supply, have undoubtedly con- 
tributed their quota to the enhanced cost of raising coal.” ^ 

But the most important drawback of the Indian coal industry 
is its low output. “ In no country in the world,” it is observed 
in the Report of the Indian Coal Committee, “ which has a coal 
industry of any size, is the output per head per annum so low as 
it is in India.” ^ The output per head per annum is 193 tons in 
Natal, 316 tons in the Orange Free State, 328 tons in Transvaal, 
but in India it is less than 100 tons. This is attribut-ed to the 
inefficiency of the Indian labourer who is primarily an agricul- 
turist and casually a coal-miner. He is thus an unskilled worker. 
His standard of comfort is low, and the only effect of an increase 
in his wages is a decrease in output, as he can obtain the amount 
he needs by working fewer days in a week. 

For a long time the Indian coal industry has been crying for 
protection, particularly against the cheap South African imports. 
The Legislative Assembly recommended a countervailing duty 
on South African coal in 1924. The Indian Coal Committee of 
1924 made valuable recommendations of which that for establish- 

' Report of the Indian Coal CommiUee, p. 34. 

“ Ibid., p. 36. 
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ing a Coal Grading Board has been adopted and given effect to 
by the Government. The question of protection was referred to 
the Tariff Board in 1926. The Tariff Board pointed out that 
protection would not result in any marked increase in prices and 
consumption, and that the displacement of coal in Bombay was 
due not only to the imports from South Africa, but also to the 
development of oil and hydro-electric resources. Protection was 
not therefore recommended. The demand was repeated by the 
Associated Chambers of Commerce in 1935. But the Government 
of India refused to grant any protection. The Coal Industry has 
remained discontented and the decision of the Railway Board, 
since 1935, to exploit more fully the railway mines and to buy 
less coal from the private mines has made the coal mine-owners 
a little dubious about the prospects of a rapid recovery. 

Coal output is the dominating factor in competitive industry, 
and its importance will be more and more realised as the country 
advances as a manufacturing producer.^ “ The possession of 
native coal,” says Sir L. G. Chiozza Money, “ means the posses- 
sion of power. It means that the nation is gifted by nature with 
magnificent stores of energy which can be liberated to work the 
wonderful machines which men have invented — which can be 
expressed at will either as light or as heat or as electricity.” 

The value of the Indian gold output is about 3-04 crores and 
the quantity a little above 327,653 oz. The Kolar gold fields of 
Mysore produce almost the whole of the total output. Of the 
total amount raised in India in 1935, Mysore contributed more 
than 99 per cent. The United Provinces, Punjab, Bihar, Orissa, 
and Burma contributed small amounts each. 

The attention of European prospectors was directed to this 
field by the numerous old indigenous workings. During the early 
eighties a large number of companies was floated with extravagant 
hopes, but by 1885 they became moribund. By 1887, operations 
were resumed, and up till 1905 the industry showed uninterrupted 

^ The problem of the conservation of coal resources of the country and also 
the safety of mining areas and workers in mines engaged the attention of an 
expert Committee (1936), which was appointed after several colliery disasters. 
Authorities like Sir Lewis Fermor have also warned the country that India’s 
important coal-fields will have only a short span of life to lead if the present 
state of affairs continues. {Indian Industries and Lahour^ Bulletin No. 54, 
1936.) 
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progress. The production of gold has in recent years fallen owing 
to zones of lower grade having been reached. The deepest mines 
are Champion Reef and Oorgamn, which have reached a depth of 
over 6000 feet. Dividends paid by the gold-mining companies 
reached their maximum in 1905, when they amounted to 
£1,006,615 on a capital of £1,600,000. The Kolar gold fields paid 
during the period between 1871 and 1932 a total dividend of 
£23 millions, and the Mysore Government during 1882-1928 
secured a total royalty of £3,626,286, nearly 5 crores of rupees. 

After a period of decbne in the dividends the gold-mining industry 
has again got a push forward on account of the recent rise in the 
market value of gold. Complete returns of alluvial gold- washing, 
which is practised in many places, are not available. 

India requires a large quantity of kerosene for domestic Petrol- 
illumination. Her demand for petroleum is also increasing. 

The major part of the supply of these mineral oils comes from 
Burma, Assam, and the Punjab. In 1936-37, the production of 
kerosene in India and Burma amounted to 173-8 million gallons 
and that of petrol to 91*1 million gallons. The production of 
petroleum has been showing a steady increase since 1919. 
Though India contributes only a small part of the world’s supply 
of mineral oil, yet her total production is considerable. It is 
estimated that during 1887-1932 the Yenang-yaung fields alone 
yielded 4,800 million gallons. The output of the Indian fields 
is not sufficient to meet fully the heavy domestic demand, and 
so India has to import oil from Soviet Russia, Iran, Netherlands 
Indies, and the U.S.A. Refined petrol comes to India also from 
Roumania and Germany. 

Burma contributes nearly 80 percent, of the total Indian output. 

Thus the recent separation of Burma has affected India’s position 
as an oil-producing country. The Tariff Board, while rejecting in 
1928 the claim of the oil-industry for protection, noted that the 
yield from the Assam and the Attock oil-fields could be increased. 

It is encouraging to learn that the Digboi fields in Assam are now 
yielding more than 50 million gallons every year. 

India had been for some time the foremost among the countries 
producing first-class manganese ore, but at present strong com- Man- 
petition has to be faced from the Russian and South African mines, ganese. 
The total production of manganese ore in 1935 amounted to 
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641,483 tons. Manganese is mainly required for manufacturing 
steel, and hence the exports go chiefly to the steel-producing 
countries. In 1936-37 the exports amounted to 677,000 tons 
valued at 1 *31 crores of rupees. Formerly, only the high-grade 
ores were worked, but during the post-war boom, with the 
phenomenal activity in the steel industry, many deposits of lower 
grades were worked at a profit. There being no smelting plant 
in the producing centres, the ore is exported in bulk exactly 
as mined. 

Mica. India has for many years been the leading producer of mica, 

turning out more than 60 per cent, of the world’s supply. The 
value of annual production is about 90 lakhs. Practically all the 
Indian mica is exported to Europe and America. The mica 
industry suffered considerably in 1921, when a general slump 
affected all industries. But since 1923 there has again been a 
brisk demand for Indian mica. In 1936-37, 180,000 cwts. of mica 
were exported, the value of the quantity being nearly 94 lakhs 
of rupees. The United Kingdom and the U.S.A., the chief im- 
porters of Indian mica, have recently increased considerably their 
annual purchases. The chief mica-mining areas in India are 
those of Hazaribagh in Bihar and of Nellore in Madras. More 
than 80 per cent, of the total Indian production comes from the 
Hazaribagh-Gaya-Monghyr belt. 

Iron. Iron ore has now become an important mineral product of 

India. The larger part of the supply of iron ore in India comes 
from Singbhum (40 per cent.) and from the Mayurbhanj (50 per 
cent.) and Keonjhar States. It is estimated that in the Orissa 
States alone the total deposits of iron exceed 3,000 million tons. 
The production of iron ore has largely increased since the estab- 
lishment of the Tata Iron and Steel Company in 1911. In 1910 
the production of iron ore amounted to 42,653 tons only, but 
in 1923 it rose to a little over 800,000 tons. During the quin- 
quennium 1929-32 the production of iron ore amounted to 
1,915,891 tons annually, and in 1935 the yield was 2,364,297 
tons. 

Other Certain other mineral products deserve notice. Saltpetre, or 

potassium nitrate, was at one time an important article of ex- 
* port, and in the last century there were times when the average 
annual value of the exports amounted to £900,000. At present 
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the amount exported does not exceed 200,000 cwts., valued at 
not more than 15 lakhs of rupees. 

Mineral salt is also produced in India, particularly in the Salt 
Range and in the Kohat mines. Bauxite, or hydrated oxide of 
aluminium, is obtained mainly in the Central Provinces and it 
forms the basic material for the manufacture of aluminium 
goods. The importance of cement is gradually increasing, par- 
cularly on account of the popularity of the use of reinforced 
cement-concrete in building construction. Cement is produced 
at Porbandar in Kathiawar, at Katni in the Central Provinces, 
at Bundi in Rajputana, at Japla in Bihar, and also in Assam. 
Among other minerals mention may be made of chromite, 
copper, diamonds, jade-stone, lead, magnesite, monazite, rubies, 
silver, tin, tungsten, and zinc. 

The mines gave employment to an average daily number of 
371,565 persons in 1935 (as against 146,336 in 1911). Labour is 
uneducated, possesses little skill, and requires constant super- 
vision. 

Most of the mining industries are in the hands of Europeans. 
But it is no use complaining against foreigners. What is needed 
is to find out the cause and to apply the remedy. The real reason 
for the deplorable state of affairs is to be found in the want of 
indigenous capital and enterprise. The available technical and 
scientific knowledge in the country is also inadequate. It is to be 
hoped that in future capitalists will invest more of their money in 
mining industries, and tliat tlie state will offer greater facilities 
for the training of young men in mining. 
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MANUFACTURES 

At the present moment India is backward in the matter of 
manufacturing industries. But there was a time when she was 
one of the chief manufacturing countries of the world. Even as 
late as the eighteenth century, she was on a par with Europe in 
industrial matters, and her manufactures found a ready market in 
many foreign countries. Until recent years, Indian industries 
were always worked by hand labour. The artisans inherited from 
their ancestors or acquired by experience a dexterity and delicacy 
of touch which was not surpassed by artisans of any other country. 
Not only did they supply the people with the articles of necessity, 
but they turned out works of art of great excellence. 

The metal industries and the silk and cotton fabrics at- 
tained to considerable magnitude in many parts of the country. 
An eminent writer says : “In manufacture the Hindus attained 
to a marvellous perfection at a very early period, and the courts of 
Imperial Rome gUttered with the gold and silver brocades of Delhi. 
The muslins of Dacca were famous, ages ago, throughout the 
civilised world. Textile fabrics of inimitable fineness, tapestry 
glittering with gems, rich embroideries and brocades, carpets 
wonderful for the exquisite harmony of colour, enamel of the most 
brilliant hue, inlaid wares that require high magnifying power to 
reveal their minuteness, furniture most elaborately carved, swords 
of curious forms and excellent temper are among the objects that 
prove the perfection of art in India.” ^ In the words of Sir 

^ 8o also M. Martin in his Indian Empire says : The gossamer muslins of 
Dacca, beautiful shawls of Cashmere and the brocaded silks of Delhi adorned 
the proudest beauties at the courts of the Caesars, when the barbarians of 
Britain were painted savages. Embossed and filigree metals, elaborate carvings 
in ivory, ebony and sandal-wood ; brilliant dyed chintzes, diamonds, uniquely 
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William Himter, “ the industrial genius of her inhabitants, even 
more than her natural wealth and her extensive seaboard, 
distinguished her from other Asiatic lands.” The handicrafts 
were very often practised on a fairly large scale, and they gave 
rise to big and wealthy towns. Different varieties of manu- 
factures were produced in different parts of the country. But 
Bengal was specially famous for the vast quantity and excellent 
quality of her manufactured products.^ j 

In the latter part of the eighteenth century, the industrial Causes of 
revolution began in Europe, and the older methods of industry 
were completely superseded by new ones. By the adoption of 
methods which saved labour and materials, and by the utilisation 
of by-products, goods began to be turned out at a much cheaper 
cost. Machinery supplanted hand labour, large amounts of 
capital began to be invested in every industry, production on a 
small scale gave place to large-scale production, and a better 
organisation was introduced. This great change led to a great 
increase in productive power. Indians, however, remained 
unaffected by the change. The Indian artisans continued to 
work as their forefathers had worked — without capital, without] 
the assistance of machinery, without organisation. Each man 
went on working by and for himself as before ; the appliances he 
used were the same as had been in common use before the manu- 
facturing era began ; there was no co-operation among the 
artisans ; and division of labour was practised only to a limited 
extent. No attempt was made to render the Indian industries 
more efficient by reorganising them on modern lines. To these 

set pearls and precious stones, embroidered velvets and carpets, highly wrought 
steel, excellent porcelain, and perfect naval architecture — were for ages the 
admiration of civilised mankind, and before London was known in history, 

India was the richest trading mart of the earth.” 

^ Bernier, who visited India during the reign of Auningzeb, wrote : “ . . . Ben- 
gal abounds also in sugar with which it supplies the kingdoms of Golkonda and 
Karnatic, where very little is grown, and Arabia and Mesopotamia, through 
the towns of Moka and Bassora, and even Persia.” He further observed, 

” There is in Bengal such a quantity of cotton and silk, that the kingdom may 
be said to be the common storehouse for those two kinds of merchandise, not 
of Hindusthan or the Empire of the first Mogul only, but of all the neighbouring 
kingdoms, and even of Europe.” He added, “ The rich exuberance of this 
country . , . has given rise to a proverb in common use among the Portuguese, 

English and Dutch that the kingdom of Bengal has a hundred gates open for 
entrance, but not one for departure.” 

F 
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defects were added the efforts of the East India Company and 
of the British Government to ruin the indigenous industries of 
the country. For some time the industries struggled for life, but 
were ultimately killed or crippled by competition with foreign 
manufactures, aided by state action. Other contributory factors 
combined to bring about the same result. The ruling chiefs and 
princes were great patrons of India’s indigenous arts and crafts, 
and their gradual dechne deprived the artisans of a good volume 
of support and patronage. There took place at the same time 
a great change in the habits and the tastes of the Indian people 
due to the impact of western ideas as well as the desire to imitate 
their new rulers, and this also meant a diminution in the demand 
for indigenous goods. The result was that by the middle of the 
last century India found herself reduced to the position of an 
almost exclusively agricultural country.^ 

^ Sir William Hunter says : “ Many circumstances conspired to injure the 
Indian industry in the last century. England excluded these fabrics not by 
fiscal duties but by absolute prohibition. A change of fashion in the West 
Indies on the abolition of slavery took away the best customer left to India. 
Then came the cheappess of production in Lancashire, due to improvements 
in machiner5\ Lastly, the high price of raw cotton during the American war, 
however beneficial to the cultivators, fairly broke down the local weaving 
trade in the cotton -growing tracts. . . . And whilst on the one hand the down- 
fall of the native courts deprived the skilled workman of his chief market, on 
the other hand the English capitalist has enlisted in his service forces of nature 
against which the village artisans in vain try to compete. The tide of circum- 
stance has compelled the Indian weaver to exchange his loom for the plough, 
and has crushed many of the minor handicrafts.” 

That eminent historian, H. H. Wilson, says : ” It is also a melancholy 
instance of the wrong done to India by the country on which she had become 
dependent. It was stated in evidence that the cotton and silk goods of India 
up to this period could be sold for a profit in the British market at a price from 
50 to 60 per cent, lower than those fabricated in England. It consequently 
became necessary to protect the latter by duties of 70 or 80 per cent, on their 
value, or by positive prohibition. Had this not been the case, had not such 
prohibitory duties and decrees existed, the mills of Paisley and Manchester 
would have been stopped in their outset, and could scarcely have been again 
set in motion, even by the powers of steam. They were created by the sacrifice 
of Indian manufacture. Had India been independent, she would have retali- 
ated ; would have imposed preventive duties upon British goods, and would 
thus have preserved her own productive industry from annihilation. This act 
of self-defence was not permitted her ; she was at the mercy of the stranger ; 
British goods were forced upon her without paying any duty ; and the foreign 
manufacturer employed the arm of political injustice to keep down and ulti- 
mately strangle a competitor with whom he could not have contended on equal 
terms.” {History of India, vol. i, pp. 538, 639, note.) 
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All industrial activity and enterprise remained paralysed for a Tendency 
long time. In the second half of the last century, however, a towards 
distinct tendency to a better state of affairs was discernible. 

But the situation was full of difficulties. Modern industry, to 
be successful, must be undertaken by the educated Indian. But 
the educated Indian until the beginning of the present century Difficul- 
lacked the practical commonsense of the businessman, and his 
education had not fitted him for the discharge of the multi- 
farious duties of the modern entrepreneur. His small capital was 
wholly inadequate for the starting of business on a proper scale, 
and there were few banks, if any, which would be ready to lend 
him money. He could not command the services of men who 
possessed the requisite knowledge and technical skill. The 
conditions were so discouraging that he often gave up his idea ml 
despair, or, if he was of a sanguine temperament, went light-i 
heartedly into ambitious schemes which could only end in failure.; 

In spite of the various difficulties in the way of an industrial 

regeneration, some advance has actually been made during thq 

last three or four decades. People have now begun to realise the 

advantages of co-operation and combination. Ignorance ancr^ 

apathy are gradually disappearing before a new energy and a new but are 

spirit of enterprise. Educated India is taking more and more to 
^ , 1-1 -11 • 1 • overcome 

teclimcaJ and industrial education to obtain a mastery over 

nature. Capital is gradually overcoming its proverbial shyness. 

Steam has very largely superseded hand-power, and in more 
recent years a substantial advance has been made in the utilisa- 
tion of hydro-electrical energy.^ Attempts are being made to 
revive old industries and new ones are cropping up in every 
direction. 

A brief review of the more important of the industries will give The chief 
an idea of the present industrial position of the country. The 

' The Tata Hydro-Electric Works, opened in February 1915, lias been of the 
highest economic importance to the cotton and other industries in Bombay. 

Power generated by the enormous volume of water running down the Western 
Ghats is transmitted at a cheap cost to the city of Bombay. One noteworthy 
feature of the scheme is that it lias been financed entirely by Indian capital 
and executed under an Indian board of directors. The electricity supplied by 
the Cauvery Fails power station has been a considerable factor in the success 
of the Kolar gold field. Many enterprises of this nature have recently been 
undertaken. Schemes are on hand for electrifying Bihar and the Punjab by 
the grid system of power transmission. 
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industries are usually classified under the following heads : 
(1) textile fabrics and dress ; (2) food, drink, and stimulants ; 

(3) metals, metallic manufactures, precious stones, and minerals ; 

(4) glass-, earthen-, and stone-ware ; (5) building requisites ; 
(6) light, fuel, and forage ; (7) vehicles and vessels ; (8) wood, 
cane, leaves, etc. ; (9) drugs, dyes, gums, and chemicals ; (10) 
leather, horns, etc. ; and (11) articles of supplementary require- 
ments. 

Weaving is the most important industry of the country next 
to agriculture. There was a time when handloom weaving 
reached a perfection in the production of fine cloths. Indian 
muslins were once regarded as fabrics of unrivalled dehcacy and 
beauty, and these used to be exported to European markets. 
Handloom weaving, however, suffered greatly in competition 
with Manchester, and hundreds of thousands of workers were 
thrown out of employment. The weavers of Bengal, whose fame 
had at one time extended all over Europe, suffered most from 
foreign competition. The development of a large number of 
cotton mills within India has also been a contributory factor 
causing the decline of handloom weaving. But the industry 
is not altogether dead. The Industrial Commission estimated 
in 1918 that there were nearly 3 million hand-looms at work in 
India producing cloth worth about 50 crores of rupees. The 
number of hand-looms working in India was estimated by the 
Cotton Textile Board in 1931 to be 1,984,950, and the census 
tables of 1931 show the number of workers engaged in silk weav- 
ing and spinning to be 2,575,000. A great impetus to this industry 
was given by the Swadeshi movement in 1905-06 and, in recent 
years, Mahatma Gandhi’s political movement has given a 
push to the production of Kluiddar or coarse home-spun and 
home-woven cloth. The Congress ministries in many of the 
Indian provinces are trying to encourage hand-loom weaving by 
using the hand-loom products for policemen’s uniforms and 
other similar purposes. 

The preliminary processes of ginning, cleaning, pressing, and 
spinning are also important industries by themselves. Formerly 
cotton used to be hand-ginned, mostly by women. But now 
hand-ginning has been superseded to some extent by power-gins. 
Cleaning and pressing are very often combined with ginning in 
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the same factory. Spinning of cotton yarn was a domestic 
industry, being in many cases the chief occupation of women. 
Of late a movement has been initiated, mainly under the direc- 
tion of Mahatma Gandhi, to popularise the spinning industry, and 
various arguments have been advanced in support of this in- 
dustry. But expert opinion regards hand-spinning as an econo- 
mically unsound proposition, however great may be the other 
merits it possesses. The indigenous method is slow and tardy. 
It is doubtful if this method can be materially improved, and the 
future development of spinning in India must depend on the 
increase in the number of power-spindles operating in mills. 

Hand-loom weaving is more expensive than power-loom 
weaving. Experts, however, think that there are several factors 
in favour of the hand-loom which may be summed up as follows : 
the amount of fixed capital needed and the overhead expenses 
are small ; the coarser hand-loom articles are stronger and more 
durable than those produced by the power-loom ; artistic and 
richly ornamented articles can be produced chiefly by the hand- 
loom ; the handweaver possesses considerable advantage in his 
inherited skill ; he has a low standard of living, and combines the 
industry with other occupations, notably agriculture ; women 
who, on account of social customs and the system of seclusion, 
are generally debarred from working in the factories can find a 
place in the industry ; the hand worker who works on his own 
account works harder and takes greater interest in his work than 
the factory labourer ; the adaptability of the hand-loom industry 
is much greater than that of the power-loom in times of industrial 
fluctuations. 

The fact that hand-loom weaving has not entirely died out has 
led many people to hope that the industry may yet be saved. 
Some eminent persons think that, by the adoption of improved 
methods, the hand-loom may successfully compete with the 
power-loom. This belief, however, is not shared by other experts, 
who find in the establishment of weaving mills the only means of 
meeting European competition. 

The Industrial Commission, on a review of the position of the 
hand-loom industry of India, remarked : “ The workers are 
usually uneducated and without a knowledge of anything regard- 
ing their trade, except what can be acquired locally. Their lack 
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of education denies them access even to the most elementary 
technical literature, and they can be influenced only by ocular 
demonstrations in their neighbourhood. Owing to their lack of 
contact with the outside world, new ideas do not readily occur 
to these small workers, and they can receive material help from 
the supply of new patterns and designs. Much useful work can 
be done by bringing to the notice of artisans labour-saving devices, 
or even such complex pieces of mechanism as the Jacquard 
machines for weaving intricate patterns on hand-looms.”^ The 
hand-loom industry has a distinct sphere of activity. If it 
specialises in the production of artistic products and products 
which can meet the particular demands of a locahty, there seems 
to be no reason why it should not flourish, provided certain 
improvements are adopted in its technique, organisation, and 
finance. 

Among the means of improving the hand-loom industry which 
have been suggested from time to time the following are worthy 
of mention : (a) the spread of elementary education so as to 
raise the intellectual standard of the community ; (b) the use of 
efficient hand-looms ; (c) improvements in preliminary pro- 
cesses ; (d) co-operation among weavers ; (e) demonstration to 
the weavers of successful experiments ; (/) cheap credit ; (g) ad- 
vances for improved appliances ; {h) greater touch of the weavers 
with the customers so that they may know the demand of the 
market ; better marketing facilities ; (i) the establishment of 
small hand-loom factories and weaving schools. 

During the last half-century there has been a great develop- 
ment of the mill- weaving industry in most of the provinces. 
The first power-loom was worked in India by Mr. Davar of 
Bombay in 1854, and by 1881 India had come to possess 55 
cotton mills. In 1923, following the post-war boom, the number 
rose to 333, giving employment to 350,000 persons. In 
1935-36 the number of mills registered in India (including 
the States) was 366, the number of looms being 190,475, and 
the number of spindles, 9,309,356. The average daily number of 
hands employed during 1935 was 437,065. The produce of these 
Tnillft is now able to hold its own against foreign produce in quality. 
But the quantity locally produced still falls short of what is 
' Report of the Indian Indtuirial Commiaaion^ p. 161. 
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needed to clothe the entire population of the country. The pro- 
portion between the Indian mill-production and the imported 
foreign cotton goods is gradually changing in favour of the former. 
Even in 1924-25 the imports supplied only half of the total 
needs of the Indian people. But during recent years the imports 
have contributed only about 20 per cent, to the total volume of 
cotton goods consumed in I^dia,^ while the Indian mills have 
produced the remaining 80 per cent. This steady decline in the 
importance of imports can be attributed to the expansion of the 
cotton-mill industry in India, due chiefly to the grant of pro- 
tection. 

The last European war interfered with the supply of cotton 
goods from abroad, and brought in its train very high prices. It 
thus gave a great stimulus to the development of the cotton-mill 
industry in India. The Government also had to place orders 
with the Indian mills for khaki cloth required for soldiers in the 
Eastern theatre of the war. The result was that while the paid-up 
capital of all the cotton mills of India taken together was 43-57 
crores in 1914-15, it nearly doubled itself in course of a decade. 
At the present moment India’s position as a country producing 
cotton goods is firmly established, and it is no longer true to say 
that India can produce only the coarser varieties of yarn and cloth. 

It should be noticed that the change that has taken place in the 
state-policy in respect of industries in the post-war years has had 
much to do in bringing about the development of the cotton-mill 
industry. The excise duty on cotton piece-goods imposed in 
1894 was a real handicap upon the growth of this industry. The 
abolition of this unpopular duty by an Ordinance in November 
1925 was a wise step. But the most important step taken in this 
direction was the grant of protection. Immediately after the 
post-war boom had subsided, the cotton mill-owners found them- 
selves in various difficulties. There were undoubtedly many 
defects in the internal organisation of the cotton mills : over- 
capitalisation, wasteful methods, and corrupt practices of the 
managing agents were some of the causes leading to the stagna- 
tion of the cotton-mill industry. But, at the same time, there 
was much strength in the mill-owners’ contention that the cheap 
Japanese imports formed the greatest obstacle to the growth of 

* 4,341 million yards in 1934-35. 
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the industry in India. After the Tariff Board had reported in 
favour of protection some measure of protection was granted by 
the Government, after considerable hesitation, against cheap 
imports of cotton goods in 1927. A more important step was 
taken in April 1930, when the Cotton Textile Industry Pro- 
tection Act was passed raising the duty on all varieties of cotton 
piece-goods. This Act was passed on the basis of the recom- 
mendations of Mr. G. S. Hardy, who had been appointed by 
the Government in 1929 to ascertain the requirements of the 
Indian cotton mills in respect of protective duties.^ 

Once the policy of protection was adopted, it continued with 
great vigour. The duties were raised in March 1931, and again 
in November of the same year. During 1932-33 the Government 
raised further the duties on Japanese piece-goods in order to 
counteract the effects of the depreciation of the yen and the con- 
sequent increase in the import of Japanese goods. The main Act 
was amended in 1934 to give effect to the recommendations of 
the Tariff Board made in 1932. This amendment fixed the rates 
of duties upon cotton goods in the light of the official Indo- 
Japanese Trade Agreement arid the unofficial agreement, known as 
the Mody-Lees Pact between the Indian and British mill-owners. 
The duties imposed by this amendment will remain operative 
till 1939. Another Tariff Board enquiry was instituted in 1935 
for investigating the appropriateness of the import duties on 
British piece-goods. As the result of this enquiry the duties on 
the imported cotton piece-goods from Great Britain were reduced 
on the ground that higher duties were not required for protection. 
The Indo-British Trade Agreement of 1935 also committed the 
Government to a reduction of the duties on British piece-goods. 

It is apprehended in some quarters that the Indo-British 
Trade Agreement of 1939, coupled with the reduction made in 
the duty on long-staple cotton for the purpose of finding money 
for balancing the budget for 1939-40 will adversely affect the 
India cotton industry.^ 

The process of weaving silk is the same as that of cotton, but 
it requires greater care, and hence the use of a specialised kind of 
machinery. The greater part of the silk production is done by the 
hand-looms. During the early years of the administration of the 
* H, L. Dey, Indian Tariff Problem. 
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East India Company, the silk industry in India was in a thriving 
condition. The import of Bengal silk into England averaged 
560,285 lbs. during 1776-85. Even as late as in the eighties of 
the last century the value of the silk manufactures exported from 
India amounted to more than 30 lakhs of rupees a year ; but at 
present the value per year is hardly more than 2 lakhs of rupees. 
The reasons which have caused the decline of the export of 
Indian silk goods are mainly two : first, there has been an im- 
mense development of the silk-manufacturing industry in Europe, 
the U.S.A., Japan, and China; and secondly, the introduction of 
rayon or artificial silk has caused a great decline in the demand 
for genuine silk products.^ Even within India these two factors 
are making their effects increasingly felt. Every year India im- 
ports a good volume of silk goods from abroad, and the imports 
of artificial silk from Japan, Italy, and the U.S.A. are threaten- 
ing the Indian artisans. The provincial agricultural departments 
and the Imperial Sericultural Committee have tried to improve 
the production of silk in India, but in the presence of low-priced 
rayon it is difficult for Indian silk to find a very large market. 
It is worth noting that in 1 936-37 the imports of rayon amounted 
to 17-6 million lbs., worth nearly 99 lakhs of rupees. The 
Textile Protection Act of 1934, however, rendered some help to 
the silk manufacturers of India by imposing protective duties 
on raw silk, silk yarn, silk piece-goods, and on rayon and rayon 
products. The question of granting further protection to the silk 
industry was referred to a Tariff Board in 1937* Their Report is 
now under the consideration of the Government of India. 

The industry is mostly carried on as a domestic business. The 
main advantage is that it can offer employment to women of the 
middle class. Expert authorities are inclined to think that there 
is a considerable scope for the development of silk-weaving as a 
cottage industry, provided it is organised on sound lines. Silk 
goods are consumed mainly by the rich and the upper middle- 
class, and hence a small quantity produced with personal care 
and artistic skill is likely to be more profitable than a large 
quantity of plain goods produced by mills. We do not suggest 
that mills are not necessary ; we only point out that there 

^ Rayon cloth is not only a competitor to silk, but is also becoming a keen 
competitor to cotton cloth. 
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is no reason for the artisans to disappear. Mr. Maxwell 
Lefroy’s suggestions for the improvement of the silk industry are 
worth noting in this connection. They are : improvement in 
design, development of commercial organisation, cheapening of 
raw materials and methods of production, wherever possible, pro- 
duction of suitable fabrics and their spread by demonstration, 
help to local schools with expert advice, and assistance to local 
efforts with orders and financial facilities.^ We may note, further, 
that the possibilities in India for factories manufacturing rayon 
and rayon products are immense. But it is surprising that 
Indian capital has not yet turned its attention in this profitable 
direction. 

Knitting. Allied to weaving is knitting. This industry has received a 
great impetus from the new spirit. It can give employment to a 
large number of women who may be engaged to work with small 
machines in their own homes for piece-wages. Kecently there 
has been a considerable increase in the number of hosiery mills 
operating in India. Japanese competition in the market for 
hosiery products has been very keen, but the Indian mills have 
been aided here by the protection granted to them by the Textile 
Protection Amendment Act of 1934. Other cotton industries 
are those of rope-making, carpet-making, tent- making, etc. 
Cotton carpets or daris form the subject of an important industry 
in the United Provinces. Artistic work on dress was at one time 
very much in demand, but is now in a dechning state. 

Woollen The indigenous woollen industry of Northern India suffered 
industry, competition with cheap German goods. Attempts have 

been made during the last quarter of a century to develop the 
industry on modern lines. In the Punjab, the United Provinces, 
and Bombay, a number of woollen mills have been started. 
Woollen carpets of good quality are made in the United Provinces 
and in the Punjab. The scarcity of raw material of a good quahty 
is an obstacle to the growth of the industry. 

Jute. Jute supplies the raw material for the manufacture of gunny 

bags and other articles used for packing purposes. In Bengal 
. there has been an immense development of the industry during 
the last three-quarters of a century. The first jute-spinning mill 
was erected at Rishra near Serampur in 1855. It was followed 
' Report of an Enquiry into the Silk Industry of India, vol. iii, p. 142. 
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four years later by the first power-loom factory at Barnagore. 
Since then, both the banks of the Bhagirathi have been dotted 
with the smoking chimneys of jute mills. 

The record of the industry since its establishment up till the 
beginning of the recent depression had been one of almost unin- 
terrupted progress. From the estabhshment of the industry up 
to 1873, it saw very prosperous days, and this prosperity continued 
unabated after a temporary crisis during 1873-77. Every decade 
showed an increase in the j)aid-up capital invested in the industry. 
In 1901-02 there were 36 mills with a capital of 435 lakhs plus 
£1,741,000. These possessed 16,119 looms and 331,382 spindles, 
and gave employment to 114,795 persons. The European War 
of 1914-18 gave a great stimulus to this industry as jute-gunnies 
were largely required for war purposes and the industry paid 
fabulous dividends. The number of mills increased to 89 in 
1923-24 and the capital invested rose to about 18 crores and 
£2*13 millions. In addition to this, the Americans had invested 
$17 millions in this industry. The number of looms and spindles 
rose to 49,038 and 1,043,417 respectively, and the number of 
persons employed went up to 329,700. In 1931-32, there were 
103 mills with a total capital of 2,361 lakhs of rupees, operating 
61,400 looms and 1,220,500 spindles, and employing 276,800 
persons. In 1935-36 the number of jute mills was 104 ; their 
paid-up capital amounted to 20 crores of rupees plus £2 -5 millions. 
There were 63,724 looms and 1,279,416 spindles in operation and 
the average daily number of hands employed during 1935 was 
277,986. The consumption of raw jut« by these mills came up 
to 6,022,927 bales in 1935-36. 

The world-wide trade depression exercised an adverse influence 
over the jute industry. The decline in the demand for jute 
goods abroad affected the profits of the jute industry, and the 
mills were further affected by the existence of accumulated 
stocks and by labour troubles. Restriction of output seemed to 
be the only way open, and the members of the Indian Jute IVlills 
Association agreed in 1931 to work 40 hours a week and to seal 
down 15 per cent, of their looms. Full benefit, however, was not 
realised from this arrangement because there were mills outside 
the Association. Competition compelled the Association mills to 
reduce the percentage of looms sealed, and the restriction scheme 
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ultimately broke down. In September 1938 an Ordinance was 
promulgated by the Bengal Government restricting the hours of 
work in all the jute mills of the province. But this restriction 
injuriously affected the interests of the growers of jute as well 
as of the workers in the mills, and has been withdrawn. 

It is not possible to ignore the fact that the jute industry is 
to a large extent responsible for the economic life of Bengal, and 
an intelligent handling of the situation is essential. The inability 
of the jute mills to pay dividends means a great decline in the 
demand for raw jute, as the Calcutta mills to-day consume the 
greater part of the raw jute produced in Bengal. The develop- 
ment and popularity of the system of bulk-handling in the U.S.A., 
the probability of substitutes for jute being found out, and the 
possibility of the Dundee mill-owners securing protective duties 
against the products of the Bengal mills, all point out the 
necessity of strongly organising the jute industry for retaining 
its position in the world market. 

Among the organised industries of the country it ranks second 
as regards employment of labour, but the bulk of this labour is 
imported from the neighbouring provinces. Of late, however, 
there has been an increase in the percentage of Bengali labourers 
employed in the jute mills. The industry is mainly controlled 
by the Europeans, although Indians now hold considerably more 
than half of its share capital. The predominating control exer- 
cised by Europeans over this industry has been responsible for 
the constant misunderstandings between the industry on the one 
side and the public on the other. This circumstance has also 
made it difficult for Indian workmen to secure adequate training 
in any work other than unskilled labour. 

The manufacture of paper was at one time an extensive hand 
industry, but now it has almost died out. The paper produced 
in India is now almost wholly machine-made. The production 
of machine-made paper in India dates from the establishment in 
1870 of the Bally Mills on the Bhagirathi. The development of 
the paper industry was slow at first, and even to-day we have 
no more than ten mills worth noting.^ Of these the Titaghar 
Paper Mills, established in 1882, the Indian Paper Pulp Company, 

* In 1938 a well-equipped paper mill was started at Saharanpur in the United 
Provinces. 
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established at Naihati in 1922, and the Carnatic Paper Mills 
established in 1927 at Rajmahendri deserve notice. In 1934-35, 
the total production of paper in India amounted to 892,000 cwts., 
while the amount imported was as much as 2,938,000 cwts., 
valued at 2*73 crores of rupees 

The staple material for the manufacture of paper in India had 
formerly been sahai grass, which grows abundantly in Northern 
India. No attempt has as yet been made to make paper from 
Indian wood. The Forest Research Institute at Dehra Dun 
made extensive investigations into the possibility of utilising 
Indian grasses other than sahai, and the prospects of some of 
them, e.g, of hhahhar, were found to be reasonably good. The 
possibilities of making paper from bamboo have been successfully 
explored. Some of the Indian paper mills are now producing 
paper out of bamboo pulp. 

The Indian paper industry has had to face many difficulties in 
the post-war years. The cost of chemicals and the transport 
charges for coal were high, and the foreign competition was acute. 
Protection was applied for, and the Tariff Board in 1924 expressed 
the opinion that those mills that used sahai grass did not deserve 
protection ; but “ the manufacture of pulp and paper from 
bamboo might in time become a very important industry for 
India, and the prospects are good enough to justify the grant of 
state assistance to the firms who are endeavouring to promote 
its development On the basis of this recommendation, pro- 
tective duties were imposed on certain varieties of foreign paper 
for a period of seven years. In 1931 there was another Tariff 
Board enquiry, and the duties were renewed next year for another 
period of seven years. As India does not produce newsprint 
made from wood-pulp and the finer varieties of paper, protection 
has been granted only to the varieties in ordinary use. The Act 
of 1932, however, imposed a duty on wood-pulp to encourage 
the extension of the production and use of bamboo pulp in India. 

In 1939, the protection granted to the paper and paper-pulp 
industry was renewed, but the rates were, in some cases, slightly 
reduced. The paper industry, has justified many of the antici- 
pations of the Tariff Board. 

Dyeing was at one time a very thriving industry, but the Dyeing. 
Indian dyes, though better and more lasting, have to a large 
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ultimately broke down. In September 1938 an Ordinance was 
promulgated by the Bengal Government restricting the hours of 
work in all the jute mills of the province. But this restriction 
injuriously affected the interests of the growers of jute as well 
as of the workers in the mills, and has been withdrawn. 

It is not possible to ignore the fact that the jute industry is 
to a large extent responsible for the economic life of Bengal, and 
an intelligent handling of the situation is essential. The inability 
of the jute mills to pay dividends means a great decline in the 
demand for raw jute, as the Calcutta mills to-day consume the 
greater part of the raw jute produced in Bengal. The develop- 
ment and popularity of the system of bulk-handling in the U.S.A., 
the probability of substitutes for jute being found out, and the 
possibility of the Dundee mill-owners securing protective duties 
against the products of the Bengal mills, all point out the 
necessity of strongly organising the jute industry for retaining 
its position in the world market. 

Among the organised industries of the country it ranks second 
as regards employment of labour, but the bulk of this labour is 
imported from the neighbouring provinces. Of late, however, 
there has been an increase in the percentage of Bengali labourers 
employed in the jute mills. The industry is mainly controlled 
by the Europeans, although Indians now hold considerably more 
than half of its share capital. The predominating control exer- 
cised by Europeans over this industry has been responsible for 
the constant misunderstandings between the industry on the one 
side and the public on the other. This circumstance has also 
made it difficult for Indian workmen to secure adequate training 
in any work other than unskilled labour. 

The manufacture of paper was at one time an extensive hand 
industry, but now it has almost died out. The paper produced 
in India is now almost wholly machine-made. The production 
of machine-made paper in India dates from the establishment in 
1870 of the Bally Mills on the Bhagirathi. The development of 
the paper industry was slow at first, and even to-day we have 
no more than ten mills worth noting.^ Of these the Titaghar 
Paper Mills, established in 1882, the Indian Paper Pulp Company, 

^ In 1938 a well-equipped paper miU was started at Saharanpur in the United 
Provinces. 
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established at Naihati in 1922, and the Carnatic Paper Mills 
established in 1927 at Rajmahendri deserve notice. In 1934-35, 
the total production of paper in India amounted to 892,000 cwts., 
while the amount imported was as much as 2,938,000 cwts., 
valued at 2*73 crores of rupees 

The staple material for the manufacture of paper in India had 
formerly been sabai grass, which grows abundantly in Northern 
India. No attempt has as yet been made to make paper from 
Indian wood. The Forest Research Institute at Dehra Dun 
made extensive investigations into the possibility of utilising 
Indian grasses other than sadai, and the prospects of some of 
them, e.g. of bhabbary were found to be reasonably good. The 
possibilities of making paper from bamboo have been successfully 
explored. Some of the Indian paper mills are now producing 
paper out of bamboo pulp. 

The Indian paper industry has had to face many difficulties in 
the post-war years. The cost of chemicals and the transport 
charges for coal were high, and the foreign competition was acute. 
Protection was applied for, and the Tariff Board in 1924 expressed 
the opinion that those mills that used sabai grass did not deserve 
protection ; but ‘‘ the manufacture of pulj) and paper from 
bamboo might in time become a very important industry for 
India, and the prospects are good enough to justify the grant of 
state assistance to the firms who are endeavouring to promote 
its development On the basis of this recommendation, pro- 
tective duties were imposed on certain varieties of foreign paper 
for a period of seven years. In 1931 there was another Tariff 
Board enquiry, and the duties were renewed next year for another 
period of seven years. As India does not produce newsprint 
made from wood-pulp and the finer varieties of paper, protection 
has been granted only to the varieties in ordinary use. The Act 
of 1932, however, imposed a duty on wood-pulp to encourage 
the extension of the production and use of bamboo pulp in India. 

In 1939, the protection granted to the paper and paper-pulp 
industry was renewed, but the rates were, in some cases, slightly 
reduced. The paper industry, has justified many of the antici- 
pations of the Tariff Board. 

Dyeing was at one time a very thriving industry, but the Dyeing. 
Indian dyes, though better and more lasting, have to a large 
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extent been replaced by cheap aniline dyes.^ The indigenous 
dye industry has probably felt — ^inore than any other — the effects 
of modern technical progress, and many dyers have had perforce 
to seek other means of livelihood.® Dyes are manufactured from 
various stuffe, such as indigo, catechu, al, safflower, lac, and 
turmeric, but nowhere on a considerable scale. Indigo industry 
has greatly declined since the production of synthetic indigo by 
Germany. 

The manufacturing industries connected with food-grains are 
rice-hulling, wheat-milling, bakeries, and biscuit manufactures. 
Flour mills have of late been started in many towns, but in 
Northern India niilhng is still done mainly by hand. Small 
machines are now extensively used for rice-hulling, and handy 
flour-mills are also coming into general use. In Bengal and the 
Punjab, several biscuit factories have been started. 

Sugar used at one time to be one of the important cottage in- 
dustries of India, and it is once again coming to occupy a pro- 
minent place in the industrial sphere of the coimtry. This n(?w 
development of the sugar manufacturing industry is a story of 
less than a decade. In 1918, the Indian Industrial Commission 
remarked • ‘‘ Although India possesses a larger acreage under 
sugar cane than any other country in the world, the imports of 
sugar have grown in recent years very rapidly, and before the war 
was exceeded only by those of cotton manufacturers.” Germany's 
bounty-fed sugar gave the first shock to the old sugar industry of 
India. The Indian Sugar Committee of 1920 very exhaustively 
dealt with the question of the production of sugar in India. They 
pointed out that the production of sugar per acre in India was 
extraordinarily low in comparison with the other cane-growing 
countries. The Committee found the average out-turn of sugar 
in India to be 1-07 tons per acre as against 1*96 tons in Cuba, 
4-12 tons in Java, and 4*61 tons in Hawaii. The problem of de- 

^ As regards the British dye industry, the Government has given financial 
assistance in the form of an advance up to a maximum of £1,700,000 secured 
by debentures, but paying only a low rate of interest (4 per cent.) to a producing 
association of consumers. It has also given a grant of £1,000,000 for scientific 
research in respect of the production of synthetic dye stuffs. Vide lieport of 
the Committee on Commercial and Indicstrial Policy after the War, p. 2. It is 
urged that the Indian Government should follow this example. 

* Report of the Indian Industrial Commission, p. 10a 
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velopment of the sugar industry hinges consequently on the 
increase of the yield per acre. The yield of sugar depends on 
agricultural as well as industrial factors. 

As regards agricultural factors, the selection of the right variety 
of cane is perhaps the most important. Experiments are being 
conducted not only with the indigenous varieties, but also with 
exotic ones. At Shahjahanpur, Mr. Clarke, by deep tillage, 
heavy manuring, and an ample supply of water for irrigation, was 
successful in growing exotic varieties of cane, and the yield 
obtained there was 3-7 tons of gur per acre.^ In this respect 
invaluable service is being rendered by the Experimental Research 
Station at Coimbatore, where successful experiments have been 
made with the introduction of Java sugar-cane in India. The 
question of manure is another important factor. In this connec- 
tion, the Indian Sugar Committee observed : “ If the urgent 
demand for increased food production is to be met and the full 
benefit of extensions of irrigation is to be realised, it is essential 
that a supply of fertilisers should be available at reasonable 
prices.” The possibilities of the introduction of motor tractors 
should be thoroughly explored. The average cost of cane culti- 
vation with labour-saving machines is 4*7 annas per maund as 
against 5 to G annas with hand labour in Northern India. 

When the Indian Sugar Committee undertook their investiga- 
tion, they found that the actual manufacture was carried on 
under very wasteful methods. The indigenous cane-crushing 
mills, which are mainly driven by bullocks, are mostly antiquated. 
The Industrial Commission estimated that of the sugar grown in 
India roughly one-third was wasted owing to inefficient and 
primitive methods of extraction. The Indian Sugar Committee 
calculated that the inefficient methods involved an annual loss 
of 1,068,960 tons of sucrose in the manufacture of gur alone. 
They made important suggestions regarding the construction of 
furnaces, the boih’ng of the juice, and the refining of sugar, some 
of which have been adopted by the manufacturers with great 
benefit to themselves and the industry. 

During the last two decades sugar production on a factory 
scale has been undertaken in India. In 1925-2G, there were 23 

^ Report of the Indian Sugar Committee, p. 39. 

* Ibid., p. 21G. 
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factories in India which produced sugar direct from cane. In 
1935-36 there were 152 factories. At first these factories were 
small in size, and their total out-turn, even as late as in 1925-26, 
did not exceed that of a single factory of Java ; the machines 
were of old design and the manufacturing losses were considerable. 
There was also the difficulty in regard to the supply of the raw 
material, for the production of cane was mostly dispersed. Over 
and above all these was the strong competition from Java, where 
sugar was produced at a cost nearly one-third of the average cost 
of production in India. 

The case for protection of the Indian sugar industry with a 
view to making India ultimately self-sufficient in respect of this 
commodity of everyday necessity was naturally a strong one, and 
the Tariff Board reported in 1931 in favour of a policy of rigid 
protection. The Board found that the industry possessed the ad- 
vantages of a cheap supply of raw materials, labour, and fuel and 
of a guaranteed market, that the development of the industry 
was handicapped by the strong competition of the Javanese 
growers, and that in about fifteen years’ time the industry would 
be able to reduce costs and face foreign competition. The Sugar 
Industry Protection Act, passed in 1932, imposed almost prohi- 
bitive duties on imported sugar, and the real history of the large- 
scale sugar-manufacturing industry of India begins from that 
year. 

Under the shelter of protection, quite a good number of factories 
were started, mainly in the United Provinces and in Bihar, for 
manufacturing refined sugar on a large scale. The total pro- 
duction of sugar increased from 158,581 tons in 1931-32 to 
1,111,400 tons in 1936-37, and the imports came down from 
939,600 tons in 1929-30 to 23,000 tons only in 1936-37. At 
present India has practically become self-sufficient in respect of 
the sugar required for domestic consumption. The problem 
to-day is to secure export markets for the locally produced sugar. 

In connection with the recent development of the sugar in- 
dustry, various difficulties have manifested themselves. These 
difficulties have arisen chiefly from ill-planned distribution of the 
factories, from inefficient marketing, and from erratic competition 
which has been very keen in some places and almost absent in 
others. As regards the general efficiency of Indian sugar factories, 
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it may be pointed out that the average ‘ recovery ’ or yield of sugar 
from the cane is about 9 for the whole country, which is 1*5-1 
lower than Natal and Mauritius and nearly 3 points lower than 
Hawaii and Java. This low recovery is partly due to the poor 
quality of the cane cut. As Dr. Maxwell observes, the root cause 
of these low recoveries in India consists in the original size and 
lay-out of the plant, as well as the design and quality of the 
machinery, and not least in the operation of the factory. At the 
same time, there are some factories in India which can stand 
comj)arison with the best in Java and elsewhere in respect to 
machinery lay-out and operation of the plant. It is due to the 
inferior quality of the cane that these factories are prevented 
from attaining the same high recoveries of Java.^ It may be 
hoped that the increasing experience of the factory-owners and 
the guidance of scientific experts will enable the industry to make 
the best of the advantage? ofTered to it by the very encouraging 
policy of protection adopted by the Government. 

India produces enormous quantities of hides and skins, but Leather, 
exports a large portion of them in a ra^v or half-manufactured 
state to foreign countries. The progress of the leather industry 
has not I)een on a scale which one w^ould have wished. The in- 
digenous leather industry was in an extremely primitive con- 
dition, and only very inferior kinds of leather were produced. 

The establishment of the Government Harness and Saddlery 
Factory at Cawnpore in 18G0 marked the begiiming of the adop- 
tion of European methods of tanning. Private enterprise led to 
the starting of factories for making finished leather goods at 
Cawnpore and in Bombay and Madras, but these were also 
mainly dependent upon contracts from the military department. 

The leather industry has received a stimulus from the intro- 
duction of chrome tanning. A Government factory was started at 
Madras in 1903 to manufacture leather by chrome tanning as an 
experimental measure. The success of this experimental factory 
led to the adoption of chrome tanning in tanneries which used bark 
only. There were in 1935 twenty-seven factories engaged in pro- 
cesses connected with hides and skins, of wliich 23 were tanneries 
and 11 manufactured leather and shoes. The leather industry 
is progressing in India at the present moment, but it is likely 
^ Vide Capital^ Jubilee Number, 1938. 

G 
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to have to face serious competition from foreign firms established 
in India. 

During the last war no less than 60 per cent, of the total num- 
ber of army boots manufactured in England was made of Indian 
leather.^ The control of this industry by the now defunct Indian 
Munitions Board resulted in the production being fully doubled. 
The Indian Industrial Commission expressed the opinion that the 
leather industry could be stimulated by the institution of technical 
training and by experimental work on a considerable scale. The 
educational aspect of the problem has for some time past been 
receiving the attention of the Government, but not much has 
yet been done in that direction. Three research institutes were 
started — ^the Leather Trades Institute at Madras, Government 
Leather Working School at Cawnpore, and the Calcutta Re- 
search Tannery — with the object of helping the development of 
the local tanning industry by technical research. 

With a view to making the raw material available at low price, 
the Government in 1919 imposed an export duty of 15 per cent, 
on hides and skins, with the proviso that a drawback of 10 per 
cent, should be given in the case of exports to any part of the 
British Empire. This duty was opposed by the Indian public, 
and the Fiscal Commission and the Indian Taxation Enquiry 
Committee both recommended its early abolition on the ground 
that protection to the tanning industry should be granted, if 
considered desirable, by the direct method of import duties on 
foreign tanned leather, rather than by injuring the raw material 
producers who were deprived of a large foreign market. In 
1923, the export duty was reduced to 5 per cent. only. In 
1927, the Assembly rather strangely sided with the owners of 
tanning factories and opposed the abolition of the export duty. 
By 1933, however, the export of hides and skins had very con- 
siderably declined, and consequently the export duty on rawhides 
was abolished in 1934. The export duty on raw skins was abolished 
a year later. 

Oils and oil-seeds form the subject of useful industries through- 
out the country, but there is ample room yet for their further 
expansion. The cotton-seed industry has materially helped to 

^ Journal of Indian Industries and Lcd)our, Ledgard, “ Leather Trades and 
Shoe Manufacture in India,” p. 170. 
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make the United States one of the foremost among the industrial 
nations of the world. The export of cotton-seeds involves an 
immense loss to the country ; and the development of industries 
in connection with them is sure to be useful both in a direct and 
in an indirect way. 

The exports of non-essential oil-seeds from British India for 
the five pre-war years averaged 1,432,607 tons annually, valued 
at nearly 24 crores of rupees ; and for five years ending 1918-19 
averaged 699,255 tons, valued at nearly 12 crores. In 1936-37, 
the exports of oil-seeds amounted to 1,155,000 tons, valued at 
18*44 crores of rupees. These oil-seeds produce many useful 
articles that are required for making soap and glycerine, for 
serving as lubricating agents and as cooking ingredients. In 
recent years a few power-presses have been established to 
extract oil out of seeds, but even now the export of unutilised 
oil-seeds continues unabated. The above figures are sufficient 
to show both the extent of the loss which India suffers by the 
export of a valuable by-product which should be returned to 
the land, and the possibilities of an extension of the oil industry 
which would enable the oil-cake to be retained in this country. 

In the metal industries many of the local handicrafts attain to 
considerable magnitude. “ The high quahty of native-made iron,” 
says Sir Thomas Holland, “ the early anticipation of the processes 
now employed in Europe for the manufacture of steels, and the 
artistic products in copper and brass gave India at one time a 
prominent position in the metallurgical world.” ^ The art of 
smelting iron, of welding it, and of making steel has been known 
to the Hindu from time immemorial ”. 

Iron-smelting was at one time a widespread industry in India. 
In ancient times the people of India seem to have acquired a fame 
for metallurgical skill, and the reputation of wootz steel, which 
was certainly made in India long before the Christian era, spread 
far and wide.^ The wasteful indigenous process of smelting iron 
in small furnaces with wood fuel was a great drawback on the 

' Sir Thomas Holland rightly says ; “In ancient times the people of India 
seem to have merited their fame for metallurgical skill.” ( Vide his Sketch of 
the Mineral Resources of India.) Steel was in extensive use in India several 
centuries before the Christian era. 

* Vide Quinquennial Review of the Mineral Production of India, 1919-23. 
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growth of the iron industry. The manufacture of pig-iron and 
steel in India by European processes was marked by conspicuous 
failures during the nineteenth century. The first scheme that 
proved a financial success was the Barakar Iron Works, started 
in 1874 and acquired by the Bengal Steel and Iron Company in 
1889. Even here profits ensued only after the lapse of 25 years 
since the starting of the works. 

The growth of the iron and steel industry of India has been 
mainly due to the activities of the Tata Iron and Steel Company, 
which was established at Sakchi (later known as Jamshed- 
pur) in 1907. The Company was planned on bold lines and from 
1911, when it first commenced operations, it has been producing 
large and steadily increasing amounts of iron and steel goods. As 
in the case of the cotton and jute textile industries, the war gave 
an effective stimulus to the iron and steel industry. Large 
quantities of railway materials required for the Eastern theatre 
of the war were purchased in India, and, encouraged by this 
considerably increased demand, the Tata Iron and Steel Com- 
pany launched upon a scheme of expansion which w^as finally 
completed in 1924. There have arisen in recent times other 
companies manufacturing iron and steel. Of these the Indian 
Iron and Steel Company, the Bhadravati Iron Works and the 
Indian Steel Corporation deserve mention. 

In the earlier years of the present century the average annual 
production of pig-iron ranged near about 35,000 tons. In 1919, 
the production was 232,268 tons. In 1929-30, the yield of the 
Indian factories had increased nearly six-fold to 1,376,000 tons. 
In 1936-37, the total production was 1,557,000 tons. In the 
same year (1936-37) the production of steel ingots amounted to 
861,000 tons while that of finished steel was 677,000 tons.^ It 
is also noteworthy that the imports of foreign iron and steel into 
India have come down from 608,000 tons in 1930-31, to 360,000 
tons in 1936-37. 

In this development of the Indian iron and steel industry, 
perhaps the most important part has been played by the protec- 
tion extended to it in 1924 and continued ever since. The Tariff 
Board in 1924 observed : “ The market is large, and with the 
expansion of demand, provided there is an adequate extension 
1 Review of the Trade of India, 1936-37. 
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of transport facilities, there would be room for two or three steel- 
works each with an output comparable to that of the works at 
Jamshedpur.” ^ In recommending the case of this industry for 
protection, the Tariff Board pointed out that 

1. India possessed great natural advantages for the manufac- 
ture of steel owing to the richness and abundance of iron-ore 
deposits and the comparatively short distance which separated 
them from coal-fields ; 

2. the continued existence of steel manufacture in India was 
in grave jeopardy, and unless protection was given there was no 
prospect of future development ; 

13. the natural advantages were so great that eventually steel 
manufacture in India should be possible at as low a cost as in 
any other country. 

The Tariff Board also pointed out the importance of the 
industry as a key industry and as a pre-requisite of safety and 
defence, and the Government, accepting these recommendations, 
imposed in 1924 duties on foreign imports of certain varieties of 
steel products and granted bounties on the manufacture of cer- 
tain others. In 1925, on account of a marked fall in the prices of 
foreign imports additional bounties were temporarily granted. 
In 1927, protection was renewed, and for the first time different 
rates of duties were imposed upon British and non-British steel, 
on the ground that British steel was mainly of the standard 
specification, and that a rise in the price of standard specification 
steel would cause difficulties to industries depending on it. In 
1932 the duties had to be revised to give effect to the terms of 
agreement reached at the Ottawa Conference. In 1933 there 
came another Tariff Board enquiry, and as the result of the 
recommendations of the Board the protective policy has been 
continued to operate till 1941. 

While on this subject, we may note that the development of 
the Government policy with regard to the industries depend- 
ing on the iron and steel industry have proceeded on lines similar 
to those relating to the main industry itself. Among these 
subsidiary industries, we may mention the manufacture of tin- 
plate, enamel ware, wire and wire nails, iron and steel castings, 

' Report of the Tariff Board regarding the Grant of Protection to the Steel Industry^ 
1924, p. 15. 
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fabricated steel, tools and implements, railway wagons, etc. 
When protection was granted to steel in 1924, it was anticipated 
that the rise in the price of steel would injuriously affect the 
industries using steel as raw material. To protect the interests 
of the engineering industry, duties had to be imposed on the 
imports of fabricated steel from abroad. Bounties were granted 
to the wagon industry and heavy import duties were levied on 
imports of foreign tinplate. Similar protection was granted to 
the manufacture of wire and wire nails. 

After the second report of the statutory enquiry into the steel 
industry was issued by the Tariff Board in 1927, the Government 
stopped the grant of bounties to the wagon industry and decided 
to help the industry by purchasing all wagons in India. In the 
case of wire and wire nails the Tariff Board recommended the 
withdrawal of protection, but the Government was prevailed 
upon to reimpose the protective duties. The subsidiary industries 
have thus received stimulus from the Government, and these 
form to-day an important part of the iron and steel industry of 
India. 

In India, industries based on technical science have been dis- 
regarded. The imports of machinery are due to the absence of a 
complete system of engineering industries based on the large- 
scale manufacture of iron and steel. There is a fairly large num- 
ber of engineering workshops and railway workshops to meet the 
rapid expansion of modern industrial ends. But engineering 
shops in India are devoted mainly to repair work or to the manu- 
facture, mainly from imported materials, of comparatively simple 
structures. This is undoubtedly one of the greatest industrial 
deficiencies of India. If a forward policy of industrial develop- 
ment is to materialise in the future, the development of engineer- 
ing industries is urgently called for. 

Copper and brass vessels which are necessary articles in every 
household are even now manufactured in every district. The 
chief centres of manufacture are, however, Murshidabad, Srina- 
gar, Benares, Mirzapur, Moradabad, and Mysore. The artistic 
and jewellery works of Multan, Cuttack, Madura, Poona, and 
other cities are famous all over India. Business in these arts is 
usually done on a small scale by blacksmiths and silversmiths, of 
whom one or more are found in every town and village. Cutleries 
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have been in existence for some years in different parts of the 
country. The lock-works of Calcutta, Aligarh, and Hathras 
have been doing very good business. The manufacture of steel 
trunks is becoming a very useful industry. The aluminium in- 
dustry of Madras has become important during the last thirty 
years. In Bengal large-scale manufacture of aluminium ware 
has been carried on successfully during the last decade. 

The manufacture of glass by the indigenous method has Glase. 
existed from very early times. Bangles are made of crude glass 
obtained from rein or saline deposits on barren land. The bangle 
industry of Ferozabad represents about 50 to 60 factories, with 
an out-turn of churies valued at £13,333. But these factories are 
mostly worked on antiquated methods. Flasks, ink-pots, and such 
other small things are blown from crude glass. Glass factories 
were a few years ago started in several places, some of which have 
had, however, to be closed. The factories in Upper and Western 
India have to work under one great disadvantage, namely, that 
coal for the furnace has to be brought from a great distance. The 
history of this industry is a record mainly of failure, and such 
success as has been attained by a certain number of factories has 
been due to the abnormal conditions created by the war.^ The 
other difficulties which the glass industry has to contend with are : 
want of skilled labour, inexperience of the requirements of the 
Indian climate regarding furnaces, and difficulty of glass-blowing 
in hot weather. 

The Glass industry requires high-grade technical knowledge, 
but the acquisition of such knowledge by the Indian operatives 
is extremely difficult. It has been remarked : “ European glass- 
works where Indian workmen could be trained are not open to 
receive apprentices who mean to use the skill they acquire for 
competitive purposes.” ^ Mr. Fox thinks that glass factories for 
the manufacture of glass bangles, bottles, scientific glassware and 
tableware, if established in the Bengal coal-fields or in Calcutta, 
have the greatest advantages against imported goods. The 
reasons are mainly that fuel is cheap, and that a large market for 
glass is in close proximity. An organisation is wanted to take up 
the whole problem. 

^ Appendix to the Report of the, Indian Industrial Commissiony p. 66. 

* C. S. Fox, Notes on Glass Manufacture^ p. 48. 
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In recent years the factory industry in making glassware has 
made some progress. Factories have been started almost all over 
India and they turn out mainly plain articles for domestic use, 
such as tumblers, bowls and dishes, lampware, inkpots, bottles, 
phials, and flower-vases. ‘ The Tariff Board enquiring into the 
conditions of the glass industry found 59 factories working in 
1932. Some measure of protection was recommended by the 
Tariff Board, but the Government did not accept the proposal 
on the ground that the main raw material, namely, soda ash, had 
to be imported from abroad. An indirect helj) was rendered by 
the grant of a rebate of the import duty on soda ash. It is note- 
worthy that, as regards glassware, India is very largely dependent 
on other countries. In 1936-37, the total value of the glass goods 
imported into India was Bs. 128 lakhs ; Japan contributed nearly 
half of this total (49 per cent.), while the remaining half mainly 
came from England (8 per cent.), Belgium (12 per cent.), Czecho- 
slovakia (15 per cent.), and Germany (12 per cent.). 

Woodwork and carpentry are still, in the main, hand industries. 
Saw mills have, however, been established in many i)arts of the 
country. 

The once flourishing chemical industries of India have been 
almost stamped out by the foreign manufacturer. The foreign 
chemical product has obtained a supremacy in India, however, 
not merely because it is cheaper, but mainly because* it can be 
depended on for uniformity of quality. India imports chemicals 
to the value of more than a crore of rupees a year. Simple drugs 
and extracts are manufactured by some factories on a small 
scale, but for the greater portion of her requirements she is 
dependent upon foreign countries. The industrial development 
of India has been greatly handicapped by the lack of chemical 
industries in the country. The Indian Industrial Commission 
observed : “In the absence of any means for producing from 
purely Indian sources, sulphuric, nitric, hydrochloric acids and 
alkalis, our manufactures, actual or prospective, of many things 
such as paper, drugs, matches are dependent upon imports which 
under war conditions might be cut off.” ^ 

It is recognised that the manufacture of heavy chemicals is a 
key-industry, and their development is urgently called for. The 
^ Report of the Indian Industrial Commission, p. 53, 
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Chemical Services Committee have expressed the opinion that 
there is an enormous field for the production of carbon compounds 
in India. Dr. Watson has suggested the desirability of establish- 
ing the coal tar industry in this country, for it is from coal tar 
that all countries obtain their high explosives, their synthetic 
drugs and their synthetic dyes.^ Several factories — the most 
notable among them being the Bengal Chemical Works of Cal- 
cutta — have during the last few years been doing very good work 
in the way of reviving the chemical industries of India. 

Some progress has been made in recent years in the manufac- Adds and 
ture of the acids ordinarily required for different purposes, 
particularly of sulphuric acid. India has the advantage of raw 
materials and of the fact that foreign supplies have to bear a 
heavy transport charge. But in spite of these advantages the 
progress has not been raj)id, first, on account of the lack of power, 
plant, and technicians and, secondly, on account of the strong 
competitive position of German and British syndicates. The 
Tariff Board in 1928 recommended the grant of protection to 
manufacture of certain chemicals on account of the importance 
of the industry for national development. These recommenda- 
tions were made effective by the Government by the Heavy 
Chemical Industry (Protection) Act of 1931. in 1937, the 
Imperial Chemicals (India) Ltd., formed a project for large-scale 
manufacture of alkalis in India. 

Perfumes and essential oils are important industries in the Perfumes, 
United Provinces. Ghazipur, Jaunpur, and Kanauj are famous 
for the j)roduce of itr and other perfumes, rose-water, and various 
kinds of perfumed oils. A few j)erfumery factories on western 
models have been established in Calcutta, Bombay, and some 
other cities. Soap is manufactured by the indigenous process, 
and also in factories on modern lines. The soap factories of 
Calcutta and Bombay do business on a fairly large scale. 

The tobacco industry is very extensive. But it is suffering Tobacco, 
acutely from competition with foreign products, specially 
American. The technique of cigar- and cigarette-making has not 
been fully studied. The tobacco industry is vigorous in Burma, 
where women mostly participate in this industry and also in 

' Vide Watson, Chemical Besexirch in IndtUy p. 187. Journal of Indian 
Industries and Labour, 
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some parts of the Madras Presidency. Though the competition 
of the foreign product is increasing largely, adequate steps have 
not yet been taken to develop this industry on a large scale. 
The Indian enterprises in cigarette-making generally turn out 
articles of inferior quality. Recently some British cigarette- 
manufacturing companies have started branch factories in India. 

Cement. Cement is one of those industries which have been encour- 
aged by the changed conditions of post-war times. Before the 
war, the amount of cement produced in India was small, and 
the needs of the country were mainly satisfied by imports. The 
industry has received a great encouragement since the war on 
account of the wide use of cement and concrete for all sorts of 
structural works. The demand for cement has increased mani- 
fold and, consequently, capital has come forward in large quan- 
tities to be invested in the large-scale manufacture of cement. 
In 1930-31, the imports of cement amounted to 112,000 tons, and 
the figure came down to 51,000 tons in 1936-37. On the other 
side the production of cement in India increased from 945 tons 
in 1914-15, to 997,000 tons in 1936-37. The manufacture is 
carried on mainly in Kathiawar (at Porbandar), Rajputana (at 
Bundi), and the Central Provinces (at Katni). The Tariff Board 
took up the enquiry into the conditions of the cement industry in 
1924. They found that the industry satisfied to a considerable 
extent the first condition laid down by the Fiscal Commission, 
namely, that the industry demanding protection should possess 
the advantages of cheap raw materials, labour, fuel, and a 
wide market. Protection was not, however, recommended on the 
ground that there was a good deal of overproduction of cement in 
India, leading to competitive price-cutting. Consequently, the 
price of cement in India depended on internal competition alone, 
and the price of foreign cement had no effect on the Indian 
industry. Bounties were recommended in certain cases but the 
Government declined to take any steps. Recently, however, the 
internal competition has been regulated by the formation, first, 
of the Cement Marketing Company of India, and later, of the 
Associated Cement Companies of India. 

, Another industry that has seen its development in the post- 

Matches. war years is the match industry. The earlier attempts were all 
failures, and a successful match industry could be started in 
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India only after 1922, when a revenue import duty of more than 
100 per cent, was imposed on foreign matches. This served the 
purpose of protection, and, encouraged by this stimulus and by 
the existence of a very large and inelastic home market, factories 
came into existence to supply the entire needs of the people. The 
revenue duty was converted into a protective duty in 1928 on 
the recommendation of the Tariff Board. At present there are 
some 30 factories manufacturing matches on a large scale. The 
prohibitive duty enables the Indian firms to meet almost the 
whole demand, and the imports of matches have come down 
from 13,667,000 gross of boxes in 1921-22 to 55,000 gross of 
boxes in 1936-37. The factories encouraged by the import duty 
are however mainly financed, owned, and managed by a large 
Swedish combine. There has been a strong opposition to the 
policy of protecting the match industry, on the ground that the 
Indian consumers have been made to bear a heavy burden for 
the benefit of Swedish capitalists. Complaints of monopohstic 
devices and of rate-war have sometimes been made against the 
Swedish combine. The Swedish firm has certainly done much 
to develop the supply of raw materials in India and to improve 
the technique of production. But it is at the same time the duty 
of the Government to see that the Indian interests may not be 
injuriously affected by a foreign concern thriving under an 
encouragement given to it by placing a burden on the Indian 
consumers. 

The total number of factories in India in 1935 was 9,261. A 
classified list of the more important among these is given below : 


Kind of Establishment 

Number 

Cotton-spinning and weaving - 

- 398 

Jute mills . . - - 

- 104 

Silk mills 

49 

Woollen mills - - - - 

15 

Cotton-ginning and baling 

- 2,547 

Jute presses - - - - 

- 104 

Engineering - - - - 

- 888 

Foundries - - 

70 

Iron and steel mills - 

8 

Petroleum refineries - - - 

12 

Flour mills - . - - 

72 

Rice mills . . - - 

- 1,380 


Mills and 
factories. 
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Kind of Bstablishmcnt 

Sugar factories - - - 

. 

. 


Number 

174 

Tea factories 

- 

- 

- 

- 

994 

Tobacco factories 

- 

- 

- 

- 

30 

Dyeing and bleacLing 

- 

- 

- 

- 

53 

Chemicals 

- 

- 

- 

- 

23 

Matches - - - 

. 

- 

- 

- 

(U 

Oil mills - - - 

- 

- 

- 

- 

245 

Paper mills 

- 

- 

- 

- 

8 

Printing, book-binding, etc. 

- 

- 

- 

397 

Paper-pulp 

- 

- 

- 

- 

1 

Saw mills - - - 

- 

- 

- 

- 

142 

Glass factories - 

- 

- 

- 

- 

55 

Leather and shoes 

- 

- 

- 

- 

11 

Tanneries - 

- 

- 

- 

- 

30 

Cement 


. 

- 

- 

39 

Coflee - - - 

- 

- 

- 

- 

21 

Lac - - - - 

- 

- 

- 

- 

20 

Rubber - - - 

- 

- 

- 

- 

26 


Of the cotton mills, the largest number is to he found in Bom- 
bay. The cotton mill industry has also been developed in most 
of the other provinces and in several Indian States. Cotton- 
ginning factories largely preponderate in Bombay and Berar. 
The various branches of the cotton industry give em{)loyment 
to nearly seven lakhs of persons. Bengal has a virtual monopoly 
of the jute industry with over 90 per cent, of the total number 
of mills in India. Silk mills and filatures are found chiefly in 
Bombay, Mysore, Kashmir, the Punjab and Bengal, and the 
woollen mills in the United Provinces, Bombay, Mysore, and the 
Punjab. Flour mills mostly occur in the Punjab and Bombay, 
and sugar factories in the United Provinces and Bihar. Rice 
mills are most numerous in Burma, where these are mainly in 
European hands, and in Madras and Bengal. Iron and brass 
foundries now exist in most of the provinces. 

The space at our command does not permit us to give a full 
account of all the industries of India, and we have to content 
ourselves with a brief and rapid survey of the most important of 
these. It shows that some advance has been made in the direc- 
tion of an industrial regeneration. 

Doubts have been expressed in certain quarters in regard to the 
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possible success of the industrial movement. It is held by some 
that nature has destined India to be an agricultural, and not a 
manufacturing, country.^ We find it difficult to understand what 
such critics really mean. It is true that she possesses certain 
exceptional facilities for agriculture, which must always continue 
to be one of her most important industries. But that does not 
prove that she is naturally unfitted for the development of manu- 
facturing industries. On the contrary, it shows that the natural 
advantages which she possesses as an agricultural country may 
be made to serve as aids to the growth of manufactures. And 
this is what has actually happened in the United States of America, 
whose agriculture has greatly helped the growth of manufacturing 
industries. The raw materials of every industry must come 
ultimately from the land. India has thus a start over other 
nations in so far as she can produce these raw materials at a com- 
paratively cheap cost. Agriculture and manufactures, instead 
of being opposed in interest, may, in a large country like India, 
be really helpful and supplementary to each other.^ The growth 
of manufactures will not necessarily mean the neglect of agri- 
culture, but may, on the other hand, give a stimulus to its further 
development. Manufactures will flourish, not by withdrawing 
from agriculture the factors at present employed in its production, 
but by bringing into use uncultivated land, unemployed labour, 
and fresh capital. If the combination of agriculture and manu- 
factures has been found possible in America, there is no reason 
why it will not succeed in India. 

There are others who think that the circumstances which have 
favoured the growth of industries in European and American 
countries are not present in India, Let us examine the statement. 
As for the physical and moral characteristics of the people, they 
are not the natural monopoly of any nation or race. The superi- 

^ Sir Patrick Playfair, on the occasion of the Annual Dinner of the London 
Chamber of Commerce, 1912, said : “ India i^ust be in the main an agricultural 
country raising crops in great quantities and of great value.” But Sir Theodore 
Morison replied : “ The people of India were not content to be hewers of wood 
and drawers of water. They wished to take their part in manufacture.” 

* Mr. Latih writes thus in The Industrial Punjab (published for the Punjab 
Government) : ” In the Punjab, the two [i.c. agriculture and manufactures] 
are so intimately allied that permanent improvement in either is impossible 
unless they grow in close interdependence.” 


Agricul- 
ture V8. 
Manu- 
factures. 


The two 
supple- 
mentary 
to each 
other. 


Can 
manu- 
factures 
succeed in 
India? 



110 


INDIAN ECONOMICS 


Large- 
scale V8^ 
small- 
scale pro- 
duction. 


ority, in some particulars, lies with India ; in others, the defi- 
ciences may be overcome with the aid of science. Most of the 
qualities which make for success in industry are possessed by the 
people, but they are in a state of quiescence, and a little effort 
only is needed to make them active. India possesses a great 
advantage in the extremely low cost of hving which prevails here. 
Three centuries ago, England industrially was very backward as 
compared with Holland and other enterprising nations of Europe, 
but to-day she is in the front rank of industrial nations. Ger- 
many has worked her way up to her present position in the course 
of less than half a century. There is thus hope for India yet. 
The present backwardness of India is due in part to the causes 
we have mentioned before and partly to its pohtical environment. 
The Indian Industrial Commission observed : “ The course of 
industrial development in India has followed very different lines. 
The political and economic conditions of India in the past have 
created a large export and import trade, and this trade has 
brought about the present industrial position.” ^ But it would 
not be quite unreasonable to expect a gradual modification of the 
political situation in the near future. 

The possibihties of industrial development are indeed immense, 
and India, with her command of the raw materials, ought not 
only to supply her own needs but to furnish other countries witli 
manufactured products. But to attain this end, an enormous 
increase of capital, the proper training of labour, and the adoption 
of improved methods of work will be necessary. 

From our review of the industrial situation it has become clear 
that the system of small-scale production still largely prevails in 
India, but in some of the industries production on a large scale 
has begun. The question whether the people of India should 
stick to their old system of handicrafts, or adopt, to the full 
extent, the new system of production by machinery and large 
capital, involves so many knotty points that it is not possible, or 
even desirable, to answer it in an off-hand way. It is undeni- 
able that the efficiency of the productive agents is greater in 
many ways in large enterprises than in small ones.^ But there 

^ Report of the Indian Industrial Commission, p. 49. 

^ The advantages of large-scale production may be summarised as follows : 
(1) Better classification of labour according to its capacity ; (2) the use of 
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also are some disadvantages even from the economic standpoint. 
It is, however, chiefly on moral and social grounds that objection 
is made to the system of large-scale production. Under that 
system men tend to become mere machines, — drudgery is destruc- 
tive of all initiative and individuahty. Again, the massing 
together of large numbers of people leads to physical and moral 
ill-health. Further, while the system of small-scale production 
enables a large number of people to live independently, the large- 
scale system raises a few, often at the expense of the many. 
Already we find a revulsion of feeling in the west among some of 
the thinkers. In countries where the capitalistic system has been 
pushed to an extreme, wjde-spread destitution is found in the 
midst of the greatest abundance. “ The tramp ”, says Henry 
George, “ comes with the locomotive, and almshouses and prisons 
are as surely the marks of ‘ material progress ’ as are costly 
dwellings, rich warehouses, and magnificent churches.” ^ He 
goes on to observe : “ The association of poverty with progress is 
the great enigma of our times.^ It is the central fact from which 
spring industrial, social, and pohtical difficulties that perplex the 
world, and with which statesmanship and philanthropy grapple 
in vain.” ® 

This is undoubtedly a very complex problem. It is obvious 

up-to-date and specialised machinery ; (3) applied machinery can be so adjusted 
as to give full employment to the motive powers ; (4) improvements can be 
more readily adopted ; (5) inventions can be encouraged ; (6) expert skill can 
be employed to a greater extent ; (7) better selection of materials and of pro- 
cesses is possible ; (8) purchases are made in large quantities and hence cheap ; 
(9) sales are wholesale and hence not troublesome, — and often aggregate profits 
are higher, though the rate of profits may be low ; (10) competent managers 
may be appointed for the control of the different departments ; (11) the head 
of the firm is left free to deal with the larger questions, and to exercise a general 
superintendence; (12) by-products are utilised, and even small things are 
not thrown away. The economic disadvantages are : (i) verj" great loss arises 
from a change in the demand for commodities ; (ii) the cost of superintendences 
is often large ; (iii) the interest of the paid managers is much less than that of 
the small proprietor ; (iv) large industries are not possible or profitable unless 
there is a sufficient demand. 

^ Henry George, Progress and Poverty. 

■ The distribution of British incomes (in 1904) was thus caloulated by Sir 
L. G. C. Money: “rich, IJ million — £585,000,000; comfortable, 3| millions 
— £245,000,000 ; poor, 38 millions — £880,000,000.” Since then, the disparity 
seems to have substantially lessened. 

’ Henry George, Progress and Poverty. 
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that an industrial revolution has commenced in India. Whether 
such revolution is a desirable thing or not is a question on which 
opinion is hopelessly divided. There are some who not only 
welcome the revolution, but are even prepared to hasten it as 
much as they can ; there are others who curse it and wish that it 
could be stopped. On the one hand, it is believed that the 
regeneration of the country will come through an industrial 
revolution ; on the other, it is feared tliat the materialism of the 
west will destroy the spiritual ideals of the people and deaden the 
finer elements in their nature. One class of persons look con- 
fidently to the change for an economic millennium which will 
bring untold wealth and immense prosperity into the country ; 
another class are appalled at the prospect of the extreme misery 
that is likely to come in the train of the revolution. 

In the midst of such conflict of opinions, the economist would 
naturally find himself in a difficult position when called upon to 
give advice. On a careful consideration of th(i j)ros and cons of 
the matter, he would probably find that an element of truth 
underlies each of the two rival sets of opinions. He cannot deny 
.that in the west enormous wealth stands side by side with abject 
poverty. He cannot forget the fact that the Industrial Revolu- 
tion in England and other European countries was accompanied 
by great evils. He would recognise that comj)etitiv(» economics 
— under which there is a tendency for “ the rich to grow richer 
and for the poor to become poorer ” — may be unfair in its 
behaviour towards the weak. He would be alive to the grave 
danger of the new system affecting the simple life of the people. 
At the same time he would not overlook the simple facts, namely, 
that the industrial change has already made its appearance with- 
out any invitation from the people, that it is not in the power of 
anybody to prevent it, that it is bound to grow and expand 
against all odds, and that if the people of the country will not 
take advantage of it, others will. The only advice which the 
economist can, under such circumstances, offer to the people 
would be to ask them to take things as they are, instead of fighting 
against the inevitable, to profit by the experience of other nations, 
and to try and minimise the evils of an industrial change. He 
would even try to harmonise the old and the new, by taking the 
good from each and eschewing the evil. 
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One of the chief means by which the evils of capitalism may 
be minimised in some degree is the adoption of the principle of 
co-operation.^ Co-operation has produced great results in 
Europe and America, and there is no reason why it should not 
succeed in India.^ Co-operation, however, presupposes the 
existence of certain qualities, such as business honesty, mutual 
confidence, and sense of duty ; and they must be cultivated by 
those who wish to engage in business. 

Even if the large-scale system be adopted in India, small 
industries need not die out. Some of the small industries may 
be made successful with the help of co-operation. Count Alex 
Karolyi has defined the aim of all co-operative work as “the 
attainment of greater social force through co-operation, greater 
economic knowledge through practical instruction, and a higher 
moral development through the need of being equitable. ® In 
one class of cases, the small manufacturers possess such inherent 
advantages that they can keep the cost of production at a very 
low figure, and can thus withstand the competition of large pro- 
ducers. Japan was, until recently, a country mainly of small in- 
dustries, but she is fast developing the large-scale system. The 
success of such industries in Japan, however, is due partly to the 
efficiency of the workers and partly to the protection given to 
them by the state through the system of high tariffs. Sometimes 
small industries may flourish side by side with large ones, either 
as meeting supplementary demands or as producing goods com- 
plementary to those produced by the latter. Speaking of the 
cottage industries of Switzerland, Mr. Tressler, Director of 
Industries, Madras, says : “ There fully one- third of the industrial 
population is engaged in cottage industry — chiefly watch- and 
ribbon-making — and, if not exactly amassing wealth, is at least 
maintaining itself in comfort. And all cottage workers are 

^ It is true that one of the chief features of the industrial revolution is the 
substitution of competition for the old regulations which used to control the 
production and distribution of wealth ; but it is open to doubt whether unre- 
stricted competition is likely to be a permanent factor in industry in the future. 

* For an account of the subject see Fay, Co-operaiion at Home ajtd Abroad, 
and Holyoake, Co-operaiive Movement To-day, It must be admitted that 
co-operation has not yet succeeded to the same extent in production as in 
distribution. 

• Quoted in the Presidential Address at the South-Bihar Co-operative Cre<Iit 
Conference, 1911. 
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‘ linked ’ with a manufacturer. The manufacturer turns out a 
very large quantity of finished material in his own mills, but a 
large quantity is also sent out. The yarn is warped and prepared 
ready for use, and the cottage worker has thus only to perform 
those operations in the process of manufacture that experience 
has shown most remunerative to him ; the manufacturer’s 
labour-saving machine does the rest. The worker thus obtains 
all the advantages of a division of labour, of expert assistance, 
and of a market as large and constant as a modern sales-organisa- 
tion can make it.” 

The importance of the small industries is thus considerable 
even in these days of large-scale production. In recent years 
the interests of the small industries have been watched by the 
Government and also by non-official bodies. In Bombay and in 
Bengal, and also in the Central Legislative Assembly, attempts 
have been made by the supporters of small industries to secure 
help and encouragement from all quarters. The Departments of 
Industries in different provinces have done something to help 
these small industries. Almost all the provinces have passed 
State Aid to Industries Acts and, in accordance with the pro- 
visions of these Acts, financial assistance is being rendered. 

But the value of the achievement is often exaggerated. Those who 
look complacently on the enormous increase in the trade returns, 
forget that the greater part of the industrial development of the 
country has been due to foreign capital and enterprise. The 
mining industries, the factory industries, and the more important 
of the industrial arts are mainly in the hands of Europeans. The 
profits accruing from these industries, instead of accumulating 
in the country, are remitted abroad, so that, in the words of Sir 
A. Chatterton, formerly a high Government official, “ the people 
of India benefit by the establishment of these prosperous under- 
takings only to the extent that a certain number earn wages in 
subordinate positions or by doing coolie work.” ^ But it is no use 
fretting over the success of other people. The children of the 
soil neglected to utilise the vast resources of the coimtry, and they 
have no right to complain of the exploitation of these by out- 
siders. Commercial development, like time and tide, does not 
wait for anybody. 

^ A. Chatterton, Notes on Industrial Work in India^ 1906. 
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This brings ns to the much -debated question of Indian versus 
foreign capital. Much of the controversy to which the subject 
has given rise has been due to a want of clear thinking. On the 
one hand, it has been maintained that its effect is in all cases 
beneficial. It has been pointed out that at a time when India 
could not provide even a small part of the capital required for 
her development, it was foreign capital which helped in the pro- 
cess of development, took all sorts of initial risks, and thus paved 
smooth the path of future progress. If in those days foreign 
capital had not come forward, India to-day would have remained 
without railways and without many of her important industries. 
It has also to be admitted that the entry of foreign capital into 
the country brought in its traia the latest method and technique 
from Europe, and thus the educative value of the investment of 
foreigners’ resoiirces in India has also been considerable. If it is 
once admitted that a speedy development of industries is ab- 
solutely essential for India, and if it is realised that Indian capital 
is absolutely insufficient for securing this end, it is inevitable that 
foreign capital should play an important part in the industrial 
field of the country. 

On the other side, it has been held that foreign capital must 
necessarily do harm to the country. The arguments against the 
unrestricted use of foreign capital are directed not so much 
against foreign capital itself as against foreign capital controlled 
by foreign ownership. It is pointed out that the anticipated 
educative value of foreign capital is negligible because the 
directors are generally all foreigners and they take little interest 
in training Indians for the higher posts. The fact that the profits 
go out of the country is also an important one to be considered. 
It is also pointed out that Indian concerns are often handicapped 
in their initial stages by the price-war carried on by competing 
European firms who find that their vested interests are being 
endangered. In coastal and inland shipping such complaints 
have often been heard. 

Sir Vithaldas Damodar Thackersey, a great authority on the 
subject, and himself a very successful businessman, attacked the 
question with great clearness of thought and force of expression. 
He rightly observed that no country in the world could make 
much progress in industrial directions without plenty of capi- 
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tal. In India the possibilities of industrial and commercial 
development are immense, but the amount of indigenous capital 
is comparatively small. India cannot, therefore, do without 
foreign capital. It will be a short-sighted policy to reject it on 
sentimental grounds. But it is necessary to form a clear con- 
ception of the limits within which the application of foreign 
tiapital is beneficial. The patriots of Japan have been eager to 
attract foreign capital to their country for purposes of industrial 
development. At the same time, they have not allowed the profits 
of industry to go out of the country. While, therefore, we should 
avail ourselves of foreign capital, whenever necessary, we ought 
to take care that we do not pay more for it than other nations. 
There are some enterprises which are necessary for the welfare of 
the country, but for which enough capital is not available within 
the country, and in such cases it is desirable to have resort to 
foreign capital. Railways are an instance of the right use of such 
capital. “ But ”, says Sir Vithaldas, “ when we turn to the 
petroleum industry in Burma, the gold mines of Mysore, the coal 
mines of Bengal, the tea and jute industries, the carrying trade 
by sea, and the financing of our vast foreign trade by foreign 
banks, we come upon another and less favourable aspect of the 
question of the investment of foreign capital. It is impossible to 
estimate accurately the amount of wealth that goes out of the 
country in this manner, though an approximate idea can be had 
of it from the excess of our exports over our imports, after 
omitting Government transactions. It must be remembered that 
so much of this amount as represents merely the interest on 
borrowed capital should not be regarded in the light of a drain 
from the country. It is in the huge profits of some investments 
that we find cause for complaint. In such cases, I cannot but 
think that it would be to the permanent good of the country to 
allow petroleum to remain underground and gold to rest in the 
bowels of the earth,^ until the gradual regeneration of the country, 
which must come about under British rule, enables her own 
industrialists to raise them and get the profits of the industries. 
A country which maintains a population of thirty crores is not 

^ Sir V. Thackersey is undoubtedly right on this point, for the mines are not 
perennial sources of wealth like the soil ; once exhausted, the mines will yield 
no more. 
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likely to let about one lakh of persons starve, and this is the 
number of wage-earners benefited by these industries. The price 
paid is much too great for the advantages accruing from them to 
the country.*’ ^ 

The same view was held by Sir Thomas Holland, at one time 
Director-General of Geological Survey to the Government of India 
and subsequently a member of the Executive Council of the 
Governor-General. Speaking of the successful exploitation of 
the petroleum fields of Burma, he observed, The one regrettable 
feature is the fact that the capital required to drill the deep wells 
has been raised in Europe, and the profits consequently have left 
the country. In the petroleum industry, as in so many other 
enterprises of the kind, India will continue to pay an unnecessary 
and undesirable tax as long as those in the country who possess 
money will not risk their reserve fund in industrial purposes.” ^ 

In recent years the question has received considerable atten- 
tion. Arguments which are usually advanced against the inflow 
of external capital into the country have been summarised by 
the External Capital Committee as follows : 

(а) A certain proportion of the profits will go out of the' 
country. 

(б) Investors will always prefer to choose their own directorate, 
and will naturally be prejudiced in favour of their own nationality. 
There will be the same prejudice in the selection of the superior 
staff. 

(c) The vested interests created by external capital acquire 
enormous political influence which is utilised in resisting political 
progress. 

(d) Industries of national importance may be monopolised by 
foreign capital. 

(e) External capital may exploit the natural and irreplaceable 
resources of the country such as minerals. 

The External Capital Committee observe : “ As a general 
principle, the inflow of external capital is not only unobjection- 
able in itself, but is a valuable factor in assisting the economic 
development of a country and in increasing its wealth and employ j 

^ Sir Vithaldas Damodar Thackersey^s Presidential Address at tlie Indian 
Industrial Conference, 1906. 

* Paper road by Sir T. Holland at the Indian Industrial Conference, 1905. 
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ment.” ^ The Indian Fiscal Commission point out the additional 
advantage which will accrue to the country from the employment 
of foreign capital. They say : “ Moreover, apart from the 
intrinsic benefits of increased supplies of capital, the foreigner 
who brings his capital to India supplies India with many things 
of which at present she stands urgently in need. It is, on the 
whole, the foreign capitalist who imports into the country the 
technical knowledge and organisation which are needed to give 
an impetus to industrial development.” ^ 

Summary ,j The position may be summed up in the remark that Indians 
should utilise foreign capital in the development of the country, 
and pay the necessary price for it ; but they should not allow , 
the country to be exploited by foreign capital for its own gain.’ 
It may happen in many cases that, although the people of the 
country may not be able to provide all the capital required for a 
new industry, they may yet be able to supply a portion of it, and 
thus prevent some part of the profits of the industry from leaving 
Sugges- the country. This is important, for the enrichment of a country 
depends, in the words of Sir Frederick Nicholson, “ upon the 
interven. profits of the industry remaining in the country.” ^ Unrestricted 
tion. admission of foreign capital can by no means be salutary from the 

point of view of the interests of the nation. The proposal of the 
majority of the Indian Fiscal Commission does not go far enough. 
In their opinion the only exception to the free inflow of foreign 
capital ought to be where Government grants a concession either 
in the form of a monopoly or a bounty. But this view is incon- 
sistent. The minority of the Commission point out that ‘ ‘ bounties 
and protective duties are two means of attaining the same end, 
the fostering of industries in India, and if external capital should 
be controlled in the one case, it would appear to be equally 
desirable to control it in the other.” It is essential, therefore, 
that Indian capital should have full scope for investment in 
Indian industries, and that foreign capital should only supple- ^ 
ment it to accelerate the pace of industrial development. Unless/ 
companies are incorporated in India in rupee capital, the oppor-i 
Jtunity for such investment will hardly arise. Provision must alsQ 

^ Report of the External Capital Committee, p. 4. 

® Report of the Indian Fiscal Commission, p. 168. 

»p. 201. 
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be made for the training of Indian apprentices and the reserva- 
tion of a proportion of seats for Indians on the directorate of 
each non-Indian company. 

It is difficult to estimate the total amount of foreign capital 
invested in India. In 1932-33 there were 901 joint-stock 
companies registered in countries other than India and their 
paid-up capital was £831 millions, i.e. Rs. 1,100 crores. The 
sterhng debt of the Government of India in the same year 
amounted to £320 millions. The total amount of foreign capital 
may thus roughly be estimated at £1150 millions ( = Rs. 1332 
crores). 

It must be recognised that steps against the unrestricted use of 
foreign capital would defeat their purpose unless something is 
done to mobilise the indigenous capital of India. One note- 
worthy feature of the recent industrial history of India is the 
re-incorporation of many European companies in India with 
rupee capital for Indian business. A number of foreign firms 
have been thus registered in India with rupee capital and in most 
cases with a small proportion of Indians on the directorate. The 
main purpose behind such moves is the desire to secure those 
Government concessions and contracts which may be available 
to the purely Indian concerns. 

The business units of India to-day are almost all joint-stock 
companies, and there are generally three different forms of super- 
vision and management. In some cases the directors concern 
themselves only with the broad questions, and the entire work of 
management is left in the hands of a paid manager. In others, 
one or two directors become managing directors, and in return for 
some special remuneration they carry on the normal duties of 
management and supervision. But the third type, known as the 
managing agency system, is the most characteristic form in India. 
Under this system, the work of management is left under a 
contract with a firm of managing agents, generally a private 
partnership, who are paid an adequate remuneration for the 
services rendered. There are well established and reputed firms 
of managaing agents in India, each of which is acting as agents 
of a number of companies, sometimes concerned with different 
industries. 

The Indian Companies Amendment Act 1936 has introduced 
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important changes in regard to the organisation and manage- 
ment of joint-stock companies in the country.^ 

The problem of industrial labour has assumed a great import- 
ance in recent years, and the report of the Whitley Commission 
has added more significance to many aspects of the labour prob- 
lem. During the post-war years a large number of laws has 
been passed affecting various sides of the labour problem, and 
all these laws have been amended during the last four or five 
years with the object of ameliorating the conditions of factory 
labourers.* 

As economic efficiency is greatly enhanced by education, the 
subject deserves the earnest attention of all interested in the 
economic welfare of the people. Industrial education is under- 
taken in every civilised country either by the state or under state 
guidance and control. In the United States every single state 
has a college where technical education is imparted, which is 
absolutely free. Germany, France, and England spend large 
sums annually for this purpose, and Japan is not behind-hand in 
the matter. But in India the matter has been sadly neglected, 
and technical education has not yet been undertaken on anything 
like an adequate scale either by the state or by individual effort. 

The question is now beginning to engage the attention of the 
Government, who are collecting information from various sources 
in order to do something in the matter. Some of the Indian 
states — the chief among them being the enlightened state of 
Baroda — ^have also realised the necessity of imparting a sound 
system of instruction in the arts and industries, and have been 
making earnest efforts to remove the long-felt want. 

In 1890 an industrial survey was made in Bengal, and in the 
report the necessity of technical education was clearly pointed 
out. The Government instructed some of the district boards and 
municipalities to start technical schools on a small scale. In 
Bombay the Victoria Jubilee Institute was started with assistance 
from the Government. This institution has since then been doing 
good work in training mechanics for employment in the mills. 
Technical schools have been started at a few centres in some of 

* The managing agency system has been discussed in greater detail in the 
last chapter. 

* The subject will be discussed more fully later on. 
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the other provinces, but none of them have yet attained to any 
considerable magnitude. Engineering Colleges have also been 
established in many of the provinces for imparting instruction 
which is indirectly useful for industrial purposes. 

Independent efforts are also being made in this matter in almost 
every province. The institutions most worthy of notice are the 
Association for the Advancement of Scientific and Industrial 
Education and the Bengal Technical Institute. The former was 
started in 1904, and since then has been sending out every year 
young men to foreign countries for industrial training. Many of 
the students who have returned after a successful career abroad 
have either started factories on their own account or found 
employment in existing mills and workshops. The Bengal 
Technical Institute (now known as the Bengal Engineering 
College) was started in 1906. It has arrangements for teaching 
some of the more important branches of technical instruction, 
such as mechanical and electrical engineering, technological 
chemistry, sheet-metalling, economic geology, etc. The Indian 
Association for the Cultivation of Science imparts instruction 
in practical chemistry and other similar subjects. The Indian 
Institute of Science — which owes its foundation to the munifi- 
cence of the late Mr. J. N. Tata, — though not in itself a tech- 
nical college, is sure to prove very useful for the higher study 
of technical subjects. The Calcutta University has estab- 
ished a Department of AppHed Science. A Technological 
Institute has been started at Cawnpore. The various railway 
workshops offer facilities for the training of apprentices. The 
Nari Siksha Samiti of Calcutta and similar institutions at other 
centres have set themselves to a very important side of technical 
education, namely, the training of women in the domestic arts 
and industries. Much good work is also being done by missionary 
societies in different parts of the country, but the standard they 
have kept in view is very low. 

Industrial exhibitions, held from time to time in different 
parts of the country, besides serving as an advertisement to 
consumers, produce an educative effect on the minds of pro- 
ducers. They tend to improve the production of goods by help- 
ing to expand the craftsmen’s ideas. Thus both supply and 
demand sides derive advantages from such exhibitions. 
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Our brief review discloses the fact that a great deal stiU remains 
to be done in the matter of technical instruction. Unfortunately, 
the little that has been done has not been attended with complete 
success. This partial failure has been due to several causes. 
One reason is that technical instruction did not, in the beginning, 
attract intelligent and earnest young men. Only those who were 
likely to be hopeless failures in other walks of life sought indus- 
trial education, and it is no wonder that they profited fittle by it. 
It is, however, a hopeful sign of the times that in recent years a 
greater attraction for it has become discernible among the better 
classes of young men in the country. The second reason is to be 
found in the fact that, owing to the lack of proper facilities for 
practical training, both in India and abroad, greater attention 
has been devoted to theory than to practical work. It is now 
being realised, however, that a thorough practical training is 
indispensable for success in industrial undertakings, and attempts 
are being made to remove the impediments which prevent 
students from obtaining it in workshops and factories.^ 

The modern system of technical education is different from 
the indigenous system. Under the old system every young man 
used to go through his period of apprenticeship in the profession 
of his father, and, on his attaining manhood, became a member 
of his caste-guild. He could not leave the profession proper to 
his caste and adopt some other. The new system does not 
recognise distinctions of caste, but admits young men of all 
classes and creeds. The system of training under caste-guilds 
has had its day of success ; but under the changed conditions of 
the modern age it must give place to a more systematic and 
scientific method of instruction. 

Another need of the hour is for a proper system of commercial 
education. Modern business is a very complex affair, and no one 
can hope to achieve success in it unless he has thoroughly mas- 
tered its principles. The would-be captain of industry should, 
besides acquiring a general knowledge of economic science, make 

' Complaints are often heard to the effect that Indian students encounter 
greater difficulties in getting admission into workshops and factories in England 
than in Germany, America, or Japan. It is not too much to hope, however, 
that the narrow-minded selfishness of factory-proprietors will gradually give 
place to a more enlightened sense of self-interest. It is satisfactory to note that 
the matter is now beginning to engage the attention of the India Office. 
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a serious study of the special problems which arise in this country 
in regard to the production and exchange of commodities. And 
a well-conceived method of instruction is needed to give them a 
sound knowledge of subjects like commercial law and history, 
banking methods, import and export problems, foreign exchange, 
transport and freight, company management, and the conditions 
of the markets in different countries. Commercial education is 
also necessary for those who intend to occupy the comparatively 
inferior positions in the business line. In recent years the matter 
has attracted the attention of some of the universities, and 
instruction in commercial subjects has begun to be imparted at 
Calcutta, Bombay, Lucknow, and Allahabad. 
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DISTRIBUTION 
1. RENT 

Rent in India depends on the interaction of three forces — cus- 
tom, competition, and legislation.^ In ancient days custom was 
the chief regulator of rents. With the increase of population and 
the gradual disappearance of the semi-sociahstic ideas which 
used to govern the mutual relations of the members of the 
ancient village communities, rents began more and more to be 
regulated by competition. This led to great hardship in many 
cases, and the Government had to intervene in the interests of the 
tenant. The rent laws differ in the different provinces, but their 
general effect is to put a check on the power of the landowner to 
raise rents at his pleasure. The rent legislation itself starts from 
a basis of custom, and, while accepting the legitimate influence 
of competition, seeks to confine it witliin reasonable limits. It 
aims not so much at the curtailment of advantages naturally 
accruing to landlords as at the maintenance of rights already 
conferred on tenants by custom. Custom is, therefore, still, to 
a large extent, the foundation of Indian rents. The Ricardian 
doctrine of rent is not absolutely true of any country in the world. 
The conditions which it assumes do not exist anywhere in the 
fullest degree ; but in the United States and in England an 
approximation is made to these conditions, and to that extent 
the doctrine has apphcation to those countries. In India, they 
are conspicuous by their absence ; and, consequently, the theory 
can hardly be said to hold good in India. Here rent does not 
necessarily represent the difference between the produce of any 
particular plot and the plot on the margin of cultivation, but is 
a more or less definite charge. Productivity is, no doubt, a factor 
in the determination of the actual rent of any plot, but it is only 

^ Vide The Imperial Gazetteer of India, vol. iii. 
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one of several factors. Rent is often an element in the cost of 
agricultural produce. 

The actual rates of rent in any part of the country depend on 
the relative strength of the three factors mentioned above. 
Where the influence of custom is very strong, it would overcome 
the influences of other factors. Where it is weak, competition 
has its way, unless it is checked by law. In sparsely populated 
tracts, such as Assam, Central Provinces, and Rajputana, rents 
are low. In some cases, tenants are invited to occupy land by 
allowing them to hold it free of rent for the first few years. In the 
densely populated parts — namely, the tracts of heavy rainfall, 
or those watered by the great rivers — ^competition for land is very 
keen, and the landowner is often able, when not prevented by 
law, to rack-rent the tenants. If custom and law be regarded as 
constant quantities, any change in the force of competition 
would necessarily change the rate of rent. In the early days of 
British rule, the population was much smaller than what it is 
now. Land was abundant, and tenants were fewer. Rents were, 
therefore, comparatively low. The population has since con- 
siderably increased. Moreover, owing to the decay of manufac- 
turing industries, a larger proportion of the people is now en- 
gaged in agriculture than before. The competition for land has 
thus become keener in most places, and, consequently, rents have 
gone up. In the larger cities, rents have risen very high. 

Rents, as a rule, rise when there is a rise in prices, but not 
proportionally. Generally they rise considerably after prices. 
In some cases, however, a rise in prices does not entail an increase 
of rents at all. 

Formerly, rents used to be paid in kind. At the time of the 
reaping of crops the representative of the landlord used to be 
present in the fields, and a division of the produce was made 
between him and the tenant. This system, although not free 
from difficulties, was very advantageous to the tenant. If crops 
failed, the tenant was not compelled to pay his rent in full, — 
perhaps not at all. The system still ‘obtains, to some extent, in 
the remote villages ; but cash rents have been generally substi- 
tuted. These latter are less flexible than rents in kind. The 
legislative provisions deal mostly vrith money rents. 

The systems of tenure under which land is held are various. 
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Koughly speaking, the tenants or holders of land may be divided 
into two classes. The first class possesses, according to im- 
memorial custom, a right of permanent and hereditary occupancy 
in the land so long as they pay the rent that is due. The amount 
of rent depends mainly on custom. In some cases, they are 
entitled to hold at permanently fixed rates, and their right is 
heritable and transferable ; in others, the rent can only be 
enhanced on certain grounds. The second class consists of those 
tenants whose term of lease is limited to a number of years, and 
of tenants-at-will who may be evicted at the close of any agri- 
cultural year. The amount of rent payable by tenants of this 
class depends on the bargain which the cultivator can make with 
his landlord.^ 

Tenants of the first class, together with those cultivators who 
own their lands, may be described as peasant-proprietors.^ Their 
condition is incomparably better than that of the cultivators of 
the second class. In all matters relating to material prosperity, 
such as the possession of cattle, dwelling-houses, and well-watered 
fields, the superiority lies on the side of the cultivator-proprietor 
or the occupancy- tenant. “ The magic of property,’’ of which 
Arthur Yoimg speaks so eloquently, has its effect in India as 
elsewhere. The peasant-proprietor is the most uncontrolled 
arbiter of his own lot. The condition of the tenants of the second 
class is generally wretched. The economic and moral value of 
the system of peasant-proprietorship is immense, and there can 
be no surer means of improving the conditions of the Indian 
cultivator than to confer on him at least limited rights of pro- 
prietorship.^ 

So much about the rent of land used for purposes of cultiva- 
tion and building. The rents of mining lands stand on an entirely 
different footing.^ 

^ Questions relating to land revenue, rent, and tenancy will be discussed in 
the last chapter. 

® Cf. J. S. Mill : “ The idea of property does not necessarily imply that there 
should be no rent. It merely implies that the rent should be a fixed charge. 
What is wanted is security of possession on fixed terms ” (vide Principles of 
Political Economy). 

* In England, a system of peasant-proprietorship is being encouraged at the 
present moment under the provisions of the Small Holdings Act. 

* Vide Sir T. Holland, Sketch of the Mineral Resources of India. 
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In practically all the Feudatory States, the mineral rights 
belong to the respective rulers, and concessions are granted for 
mining and prospecting under rules that involve a certain amount 
of supervision by the Government of India. In parts of British 
India the minerals have been ceded with the surface rights by 
terms of settlement ; but in the rest of India the Government 
retain rights over the minerals and grant concessions for their 
exploitation in accordance with the terms of rules framed by the 
Government. 

By these rules, exploring licences for one year can be obtained, 
but they give no exclusive or perpetual rights, and there is no 
prohibition anywhere against free exploration in unoccupied and 
unreserved land. Prospecting licences are granted, under certain 
conditions, over restricted areas for a period of one year, renew- 
able for a second and a third term. Such licences carry an 
indefeasible claim for a subsequent minhig lease for any mineral 
other than precious stones over the same or a more restricted 
area. 

Provincial Governments have the power to grant mining leases 
for periods of thirty years, w^hich may be renewed for further 
periods wdth the sanction of the Imperial Government. Every 
such lease contains such conditions and stipulations as the Local 
Government may think necessary in each case. 

Under the rules, the prospecting rent charged is a moderate 
rent not exceeding one rupee per acre. Every lessee has to pay 
a surface rent, the rate being assessable under the Revenue or 
Rent Law of the Province ; or, if no such rent is so assessable, 
the rate which may be fixed by agreement, subject to a maximum 
of one rupee per acre. In addition to this, he has to pay a royalty 
at certain specified rates. The lessee has also to pay every year 
after the first year a fixed yearly dead rent, but no lessee has to 
pay both royalty and dead rent in respect of the same lease, but 
only such one of them as may be of the greater amount. 

The question of the ownership of land is one of the many 
disputed questions of Indian Economics. In Europe and America, 
nationalisation of land is the favourite ideal not only of Socialists 
but also of many scientific economists. The influence of this 
ideal has made itself felt in India, where there is a tendency 
among the officials to regard the Government as the universal 
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landlord, — ^the ultimate proprietor of all lands, — and to consider 
tlie revenue taken from the people by the state as in the nature of 
rent. Some would go farther and draw the legitimate con- 
clusion from such a theory that the Government would be justi- 
fied in demanding as its revenue the whole of the economic rent. 
An attempt is often made to prove historically the correctness of 
this view.^ Without entering upon the discussion of the techni- 
calities of this question, we may say that, for economic purposes, 
each of three classes of persons may be regarded as having a 
limited right of proprietorship, — the tenant, the landlord or 
zemindar, and the Government. The Taxfition Enquiry Com- 
mittee (1924-25) were unanimously of opinion that “ under both 
Hindu and Mahomedan rule, the state never claimed the 
absolute or exclusive ownership of the land and definitely recog- 
nised the existence of private property in it.’’ The Committee 
also were of the view that, “ in the case of lands under permanent 
settlement, the Government have now no proprietory right.” 
With regard to ryotwari and other temporarily settled areas, the 
Committee were agreed in the view that in the generality of cases 
the zemindars and ryots were respectively the possessors of the 
proprietory rights, subject to the payment of land revenue. 
Besides, the Government itself is the direct owner of large plots 
of land, such as waste land, land which has been forfeited or 
lapsed to or purchased by the Government, and all public land. 
With regard to these, the state stands on the same footing as a 
private landlord, the only difference being that these lands have 
not to pay any additional land-revenue. Rents of such lands are 
governed by pretty much the same principles as those of private 
lands. 


2. WAGES 

In the old village communities, wages as such did not exist, 
but all labourers were remunerated by portions of the produce. 
Custom still influences wages to a large extent ; the amount of 
influence, however, varies according to the nature of the industry 
and the enlightenment of the labouring population. Broadly 
speaking, it may be said that wages are comparatively inelastic. 

^ See Part IT of the book ; also P. N. Banerjea, A IJiatory of Indian Tax- 
ation, chap. vii. 
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They are not even half as responsive to changes of circumstances 
as in Europe and America. Wages do, no doubt, fluctuate on 
either side of the customary rates, but such fluctuations are 
always confined within narrow limits. 

Competition is, however, becoming daily more and more Influence 
important in the regulation of wages. In those parts of the 
country in which agriculture is the chief occupation of the people, P®*^**°“* 
there is very little demand for hired labour, and consequently a 
low and non-progressive scale of wages is found. This is specially 
the case where the population is very dense.^ But a great density 
of population does not always cause a low rate of wages. Where, 
side by side with high density, there is a great demand for labour, 
as for instance in the cities, the scale of vrages is high. So also, 
wherever a demand of labour is created by large undertakings, 
such as the establishment of mills or the construction of railways, 
wages rise. On the other hand, in the sparsest parts of the 
country, wages are exceedingly low, because there is no demand 
for labour. In general, however, it may be said that, with the 
development of means of transportation, a broad labour market 
is gradually evolving itself. Labour is not so immobile now as it 
once was. Industrial labour is often recruited from distant parts 
of the country. The tea gardens of Assam and the jute industry 
of Bengal depend upon neighbouring provinces for their labour* 
supply. 

Wage-earners in different employments are classified as skilled Skilled 
and unskilled labourers. In the manufacturing industries, 
labourers earn wages mainly as unskilled workmen, skilled labour labour, 
being largely supplied by foreigners. In such cases, the re- 
muneration of labour represents a very small proportion of the 
total produce. This is the injustice of the capitalistic system of 
production against which labourers are fighting in every country. 

The wages statistics are incomplete, and admittedly faulty. Average 
By far the most important class of labour is agricultural, but the wage, 
record obtained entirely fails to give a reliable indication of the 
remuneration of labourers. Wages differ not only in different . 

^ Many economists regard the current doctrine of wages as being founded 
on a misconception. “ In truth,” says Mr. Henry George, ” wages are pro- 
duced by the labour for which they are paid, and should, other things being 
equal, increase with the number of labourers.” According to Dr. Walker, 
wages represent the residual share in distribution. 
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employ ineiits but also in the same ('m})loyment iiccording to 
dillerejices of locality and circumstances. Tlu; regularity of 
employment also varies greatly, and (‘m|)loyment is practically 
nowhere c*ontinuous throughout the year. An average wage, 
therefore, for India generally has little meaning ; but, for pur- 
poses of comparison with other countries, it may be calculated 
at 6 as. prr di(‘m for tln^ able-bodied unskilled labourer. The 
average wage of the child -labourer or worn an -labourer is, of 
course, less. 

Various kinds of wag(‘s are prevndeiit i)i India. In tlie factories, 
and in all em])loyments in which large numbers of ])eoplc are 
engaged, wages are ])aid according to tinu*. In the handicrafts 
and the domestic industries, the usual system is of task- or pi(*ce- 
wages. In some cases, wages are regulat ed by s])t‘cial contract ; 
in some others, a certain mininnim is agreed upon, and, if the 
work is done better, a higher rate is given. Lastly, wlien all the 
moml)ers of a family are engaged for any woik, th(\y are paid 
collectively.^ 

The system of ]>ayment was formerly in kind ; but now money 
})ayment lias Ixcome the rule. In the r('motf‘ village's tlu' agri- 
cultural labourers, and sometimes the artisans and domestic 
serv^ants also, are still remunerated, wholly or partly, l)y a. per- 
centage of tile crop-yield. There is a tt'iuh'ney, iiowever, every- 
wh(*re for moiK'V wages t-o be sul)stit-ut(‘d for wages in kind. 

Since the last quarter of the nineteenth century, in response' to 
rise in j)riees, money wages have substantially advanced. . Wages,' 
hoAVOver, did not always keep pace wnth the rise in j)iices. Before 
the war, during a period of forty years, the wages census showed 
tliat in Bengal and the Punjab the wages of agricidtural labourers 
rose by -9 per cent, and 49 per cent., and those of artisans by 
48 per cent, and 50 fier cent, respectively. But the rise in the 
prices of food-grains was much higher ])ro])ortionally. In 1914 
the index-numbers of the j)rices of rice and wheat sliowed in- 
creases of 154 }>er cent, and 100 ])er cent, as contrasted with 1873. 

During the post-war ]>eriod there was a marked advance in 
the wages of all kinds of labourers in India. Comparable and 

^ ThoHP kinds are technically tlistinpuished as time-wages, piece- 

wages, task-wag(^s, contract wages, progressive wag(?s, and collective wages 
re8f»ectively. 
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comprehensive statistics witli regard to wages have not been 
collected by any reliable agency, except by the Bombay Labour 
Office. In the Presidency of Bombay, the daily average wages 
of field labourers rose from 4 as. 9 pies in 1 913 to 9 annas in 1922, 
and in the case of unskilled urban labour the rate increased from 
6 as. 3 pies to 9 annas in the same year. In the same Presidency 
the rate of wages of skilled labour rose from 13 as. 9 pies in 1913 
to Rs. 1 10 as. 9 pies in 1922.^ This rise in wages was the result 
of high jirices, which caused great hardships to all classes of, 
labour, and the effects of which on industrial lafiour were so 
acute that in many places frequent strikes and lock-outs dis- 
organised industries. The employers were in many cases obliged 
to concede the demands of labour, wdtli the result that the wages 
were nearly doubled.^ More recently, how'ever, there has been 
a tendency in the direction of a reduction in the cost of living, 
and a rise in real wag(;s has consequently resulted. 

The present level of prices is 102 (1936) as compared with 100 
of 1914 and 173 of 1921, and this shows that the cost of living 
has fallen, but there has l>ecn no substantial reduction in w^ages. 
There is evidence to show^ that in certain industries and in certain 
parts of the country a substantial margin now’ exists betw'een 
the effective wages and the present cost of living. 

The question which suggests itself here is — Is there any con- 
nection betw’eeii prices and w’ages? There is certainly some sort 
of connection, but it does not ahvays manifest itself in the same 

^ The average monthly earnings of workers in 19 selected cotton mills of 
Bombay, according to the results of an investigation by the Bombay Labour 
Office in 1920, were Rs. 37 10 as. 2 jues for men, and Rs. 17 12 as. 4 pies for 
women. 

The Royal Oommission on Labour in India (1931) in an analysis of wages 
in engineering and metal industries observes : Taking five tyi)ical occupations 
— masons, carpenters, blacksmiths, fitters, and turners — the earnings are 
highest in Bombay City and Ahmedabad. Masons there may earn from Rs. 50 
to Rs. 70 a month, carpenters and blacksmiths from Rs. 60 to Rs. 75, and fitters 
and turners between Rs. 65 and Ks, 80. . . . [wages] are lowest in Madras, 
Bengal, Bihar, and Orissa, and the United Provinces, where the average 
monthly earnings of masons arc in the neighbourhood of Rs. 30, of carpenters 
about Rs. 35, and of blacksmiths, fitters, and turners about Rs. 40. Midwa}*^ 
between the two e.xtremes come the Central Provinces, Burma, the Punjab, 
and Delhi in the order named.” 

* IiVpor/ on an Enquiry into the Wages and Hours of Labour in the Cotton 
Mill Industry t p. 11. 
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result. The connection is, in fact, rather peculiar. The most 
direct and perceptible connection is found in a reduction in wages 
when food is inordinately dear. The reason is this. The failure 
of the crops destroys a large portion of the funds available for 
paying wages. At the same time the number of people seeking 
employment is greatly enhanced, and labourers are found ready 
to work in return merely for the barest subsistence. Thus a 
decrease in the demand for labour and. an increase in its supply 
cause the wages to fall. When, however, a rise in the price of 
produce is due to a larger demand, and extra profits are thus 
obtained, the expansion of business increases the demand for 
labour, and wages rise. 


Capital 
mostly 
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3. INTEREST 

The capital of most of the large industries is raised in Europe, 
and the interest on such capital, together with the profits, has to 
be paid abroad. The subscribed capital of a firm is never suffi- 
cient for the carrying on of the business, and every firm has, 
therefore, to borrow money on occasions. This they get from 
the Imperial and other banks. 

The rate of interest, although it is theoretically the same for 
all at any given time and place, depends in practice upon the 
security which a firm can offer and the period of time for which 
money is borrowed. The rates also differ in different parts of the 
country. The rates of interest in the interior of the country are 
considerably higher than the Reserve Bank rate.^ Even within 
the limits of the Presidency towns the rates are not uniform, 
those charged by the smaller indigenous money-lending con- 
cerns being higher than, the rates of the Exchange Banks. This 
rate varies from day to day according to the demand for money ; 
but it is generally high in winter, when the agricultural products 
are ready for sale and export, and low in summer. As a rule, the 
bank rate is the lowest in July and August. In September and 
October it begins to rise slowly, and the upward movement is 
continued till in February and March the rate reaches the maxi- 
mum. In April it shows a downward tendency, and continues to 
fall till it again reaches the minimum. The average rate of 
^ A further discuBsion will be found in Part II. 
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interest is usually a little higher than in England and other 
countries of Europe ; but it is not so much the average effective 
rate for the whole year as the maximum rate in each year that is 
high.^ On their Deposit side the Banks keep the moneys, on 
which they pay interest, the rates being of course lower than 
those at which they lend. The Government and other public 
bodies also occasionally borrow money. The rate of interest of 
recent loans floated by the Central Government and the Pro- 
vincial Governments has been 3 per cent, or near about this 
figure. 

Agricultural capital is supplied mostly by the village money- 
lender.2 The agriculturist is almost always poor, and he usually 
cultivates his land with capital borrowed from the money-lender, 
on which he has to pay high — ^sometimes exorbitant — rates of 
interest. The practice of borrowing money is almost universal. 
It is frequently a part of the bargain that the produce should be 
delivered to the money-lender at a certain price, which is always 
below the market rate. Sometimes he becomes heavily indebted, 
and the debt often runs through the life of the borrower and is 
inherited by his heirs. 

A high officer of the Government once wrote : “ A great num- 
ber of the agricultural community appear to have a kind of 
running account with the mahajan ; he advances them seed, 
giving one seer less than the market price. In other instances the 
advance is made at seed-time on the sawai principle, which means 
a return at harvest of one-fourth more than the quantity bor- 
rowed at seed-time. He lends money, moreover, for the inevitable 
marriage and for the equally inevitable lawsuit. When the 
tenant falls on evil days he would advance him rent to save him 
from ejectment. He is, in fact, at all times, the resource to which 
the needy agriculturist goes for relief; and the consequence is 
that a large proportion of the cultivating community is seldom 
free from the mahajan’s influence. When the crops are reaped 
the greater portion finds its way to his granary ; the tenant 

^ J. M. Keynes, Indian Currency and Finance. 

* “ The term includes professional money-lenders like Banias or other classes 
who set up regular shops for doing this business, landlords, prosperous agri- 
culturists, and traders ; there are also pawnbrokers, the roving Pathans and 
others who traffic in money-lending.” [Statutory Report of the Reserve Bank of 
India, 1937.) 
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retains a share for his immediate use, which is seldom sufficient 
for the consumption of his household until the following seed- 
time. Long before the next harvest approaches he has, as a rule, 
to have recourse to the mahajan. The system is not witliout its 
advantages in hard times ; it is to the interest of the creditor as 
well is the debtor that the latter should live ; there is a com- 
munity of interest which secures him from starvation.” 

The money-lender does, no doubt, exploit the misery of the 
poor cultivator, but he renders him good service, in so far as he 
enables him to live. Sir Frederick Nicholson wrote many years 
ago : “ On this subject there are two opinions, one of which 
regards him as on the wliole rather beneficent and friendly, as a 
sort of partner with the ryot, supplying" the needs of tlie latter, 
maintaining him in times of misfortune. Others, again, regard 
him as a beast of prey seeking everywhere whom he may devour. 
The truth, as usual, probably lies near the middle. As society 
and credit are at present constituted, he fills an absolute gap, 
and is a rural necessity. On the other hand, he is most un- 
doubtedly an expensive and dangerous necessity. He has been 
found in India from time immemorial.” 

Credit is almost an inevitable condition of small farming. The 
farmer needs credit for the purchase of land ; for permanent 
improvements, such as the digging of wells ; for equipment, 
including imi)lements and cattle ; and as working capital for 
buying manures, seeds, and fodder, and for paying the labourers. 

Fifty years ago, M. G. Ranade advocated the establishment of 
credit institutions all over India, so that agriculturists might get 
loans at low rates of interest. Facile credit is often very bene- 
ficial, but it has a drawback also. It is like a double-edged 
weapon, for there is the danger of its leading ignorant and thrift- 
less cultivators to further indebtedness. Easy credit may some- 
times mean reckless borrowing, and often for purposes other 
than those which help to increase the volume of production. 

Various measures have been adopted or proposed, from time 
to time, to check the indebtedness of the cultivator and thus to 
improve his condition. Enactments have been made with the 
object of restricting the transfer by sale or mortgage of agri- 
cultural land to non-agriculturists, the best known being the 
Punjab Land Alienation Act. The Land Improvement Loans 
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Act of 1883 and the A^j[rieulturLsts Loans Act of 1884 were also 
passed to facilitate the sup})ly of loans res})ectively for p(;r- 
nianeiit improvements and short-term n(;eds of a^riculturf;, 
purchase of seeds and cattle. But as the Royal Commission on 
Agriculture in India observes : “ Legislative measures d(*signed 
to deal with the problem of indebtedness have proved a compara- 
tive failure.” The real solution of the probhnn would li(‘ in a 
system which should provide the ])easant with facilities for 
})orrowing at a low rate of interc^st, and, at the same time, d(‘vise 
saf(‘guards against imprudent and reckless borrowing. The 
credit associations startcnl in (humaiiy and otlu*r countries of 
Euro[)o under the influence of Raiffeisen and 8chiilze-Delitzsch, 
on which tlie Indian Co-oj)erative ( ■n*dit Societies are inodelh‘d, 
fulfil both th(‘se conditiems. The ]>rinciples of action of these 
associations are tliosc? of self-hci]), co-opc^nition, solidarity, 
prudence, thrift, and [)ublic spirit. The Agricultur<‘ Commis- 
sion also ludiesitatingly rec-ord their belief that ‘‘ the greatest 
hope for the salvation of thci rural masses from their crushing 
burden of debt rests in the growth and spnuid of a healthy 
and well organised co op<u-ative moveunent basc‘d u])on the 
careful education and systematic training of the villagers 
themselves.” 

Positive measures to check usury by legislation have' also been 
found necessary. The subject engagc'd the attention of the 
Government of India some tiinc* ago. who invit(‘d the* oj)iuion of 
the JVovincial OovcTiiments and public bodi(*s on the' three sug- 
gested remedies, Jiamcdy, (a) thc^ fixing of a legal maximum rate of 
interest ivcoverable ; (h) the determination of a l(\gal maximum 
amount of intcjrest recoverable', commonly known as duthihtpdl ; 
and (c) the bestowa.,1 of authority on the courts to go hcliind a 
contract, reopen a transaction, and reduce the rate of interest to 
what might be thouglit equitable. The first remedy seemt'd to 
most ])eople to be the most suitable, but the ojhnion of the 
Government inclined towards the third. ^ ‘ They passed the 

^ In regard to the eoniparative merits and defeets of the three suggested 
remedies, the Gt)vernnient ol' India said in their eireular letter : “ 'I’he tirst of 
these solutions luis the authority of various foreign preeedeiits and of eertain 
fcjpeeial local laws in this (nmntry, Init the Government of India are \YllUng to 
accept the adverse opinion of tin* Select Committee of the Houses id I'avhament 
on money-lending which reported in 1898. . . . The rule of damdupai has the 
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Usurious Loans Act in 1918. This Act, as amended in 1926, pro- 
vides that, in j roceedings for the recovery of a loan, the court, 
if satisfied that the interest claimed is excessive and that the 
transaction is substantially unfair^ may reopen the contract and 
grant an equitable decree. The action under the law is not obli- 
gatory, but discretionary. But this provision is being evaded, 
as it is not applicable to a loan transaction under a mortgage 
deed. The money-lenders now insist on mortgages so that the 
court may not interfere with the rate of interest. Measures 
designed to give relief to agricultural debtors have been enacted 
in several provinces and are in contemplation in some others.^ It 
is to be observed, however, that mere legislation will not solve 
the problem of agricultural indebtedness. Steps must be taken 
to educate the cultivator and to deprive the money-lenders of 
their monopolistic position by establishing land-mortgage banks 
and co-operative credit societies. 

In Bengal, a number of public-spirited gentlemen established 
Co-operative Grain Banks (Dharrmigolas) in several villages, many 
years ago. The cultivators deposited portions of their produce 
in these banks, which in times of need they were allowed to 
withdraw. Needy members were also given loans of grains from 
these deposits. The chief merits of the system are its simplicity 
and its accord with the social sentiments of the people. A 

advantage of being already in force in parts of the country — between Hindus 
in the town of Calcutta, in Berar and Bombay, and in certain Native States, 
and it has the authority of the early law-givers. ... At best, however, the 
rule is a rough and ready remedy. ... In the case of Ham Conoy Audicary 
va. Johur 1 .a 1 Dutt, Mr. Justice Wilson speaks of damdujxU as a rule of limita- 
tion which only affects the accumulation of interest. . . . This rule also in- 
directly controls the rate of interest. The third remedy is that embodied in 
the English Moneylenders’ Act of 1900 (for extortionate or unconscionable 
rates). . . . The Government are disposed to think that legislation on the lines 
of the English Act offers the best chances of success. The stock arguments 
against it are : (i) it would interfere with private contract ; (ii) it would in- 
crease litigation ; (iii) it would leave too much to the judge ; (iv) it would 
harass and confuse the ordinary operations of trade ; (v) it would tend to raise 
the interest paid by those who do not resort to the courts ; (vi) it would be 
ineffective. . . . Finally, the Governor-General in Council would only remark 
that while he fully recognises the benefits which have accrued from the exten- 
sion of co-operative credit, and the potentialities for good inherent therein, 
he does not consider that the progress made in this direction affords in itself 
an adequate remedy of the state of affairs which it is desired to alter.” 

^ For a further discussion see Part II. 
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third advantage is that the value of grain increases in times of 
scarcity. But its defect is that the grain cannot be invested in 
any profitable undertaking so as to yield interest and profit. 
Moreover, there is the risk of loss through deterioration or 
waste. 

Sir Daniel Hamilton suggested that the cultivators or the 
zemindars might provide the grain capital necessary to set the 
dharmagola a-going. The grain would be lent out at a grain rate 
of interest, the profit with the original grain being dumped into 
the gola for the benefit of the village. “ The Dharmagola,” 
said Sir Daniel, “ might in time be developed into a village grain 
store in which the villager could deposit his crop and draw ad- 
vances thereon at a reasonable rate of interest, instead of, as he 
now does, throwing his entire crop in a lump on the market or 
into the hands of the friendly Bunia, and getting the low price 
which must result from the whole of the crop being dumped on 
the market at one time.” Most of the Grain Banks have now 
ceased to exist. 


4. PROFITS * 

The profits of manufacture are in every country higher than 
those of agriculture. In other words, as a money-making business, 
agriculture is not so profitable as manufactures. Again, as we 
have already noticed, agriculture has to depend on several 
uncertain factors, such as drought or excessive rain, and the 
profits are consequently more uncertain than in manufac- 
tures. Manufactures involve various stages in production, 
and the profits are thus obtained by a larger number of 
persons. 

Full details regarding the profits of the different industries of 
India are not available ; but the reports published by the larger 
business firms give us some idea of the general rates of profits. 
These may be said to range from 8 to 15 per cent. Sometimes, 
the profits of certain industries go up as high as 30 or 40 per cent., 
and in exceptional times like wars they rise even higher.® Profits 

^ Some points relating to this subject have been treated in Part II. 

• Out of 61 jute mills 32 paid dividends over 100 per cent, in one or more 
years following the war. 
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have generally been high in certain industries, e.g. mining, jute, 
etc.^ Statistics of profits in the small industries are very difficult 
to gather, but it will not be incorrect to say in a general way 
that they are comparatively low. 

In considering this topic we should take into account the 
profits of a class of persons who cannot ])roperly be called 
organisers of industry, but who stand betw(‘en tlic ])roducer 
and the trader. These are middlemen who often make sub- 
stantial profits. In the villages tli(‘V ar(‘ generally the 
money-lenders. They purchase wholesale the surplus j)roduce 
of corn from the cultivators and send it to other })arts of the 
country. 

The jnoduce of agriculture or manufactures is distributed 
among those who own or control the different factors of produc- 
tion. It is not necessary, however, that tlu^ shares sliould go to 
different persons. Sometimes, .all the factors are controlhHl l)y 
the same person, and in such cases all the shares would go to 
him. India is a country mainly of small industries which are 
carried on by workers on their o\mi account. Tlu'y su})j)ly tlu' 
labour as well as the small capital required, and they are 
themselves the organisers. In ,‘i. considerable number of cases, 
therefore, the whole of the })roduce goes to tlie same persons 
and the question of distribution does not arise at all. In the 
institution of peasant pro])rietorshi}) also there is hardly any 
distribution among different ]>arties. Th(‘refore, it is often 
held that the economic problems of India are mainly those 
of production rather than of distrii)ution. But it can hardly 
be denied that, with the growth of large-scale Industrie's, the 


* The following statement, showing the profits of eoinj)anies for wliieh sta- 
tistics were available for 1936 and eonij)aring them with the profits of tl»e 
same companies in 1935, is contained in the RcrU-w of the Trade of India in 
1936-37 : 

(In Rs. 000) 


Coal 


1935 

48,91 

1936 

46,65 

Cotton 

- 

80,12 

82,39 

Jute 

- 

- 2,79,71 

1,82,47 

Tea - 

- 

28,78 

34,90 

Cement - 

- 

6,81 

7,08 

Sugar 

- 

24.96 

34,49 
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problems of distribution are gradually assuming greater 
importance.^ 

1 The effects of the misdirection and waste of capital and labour due to the 
inequitable distribution of wealth in the West were thus generalised some years 
ago by Sir Ij. Chiozza Money : “ The unduly large share of the national dividend 
possessed by the rich produces in them grave faults of chaiactcr and purpose 
which make them indiffenmt administrators of the capital without w’hich 
labour is powerless. The undiily small share of the national dividend possessed 
by the poor is the source of a stream of moral and physical evils which, mingling 
with the w^at(‘rs of death w hich <lescend from the high levels of luxury, produce 
i'ffects wdiose causation is ordy obscajre as long as we neglect the study of e 
Error of Distribution.” {liichcs and Poverty, j). 152.) 
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1. A BRIEF HISTORY OF INDIAN COMMERCE 

From the very earliest times, trade between India and the neigh- 
bouring countries was carried on by land as well as by sea. India 
was once ‘‘ the seat of commerce.” 

Even in pre-Vedic times India had commercial relations with 
the Accadian-Semitic Empire of Persia, and it is well known that 
Indian produce was exported to the Kingdom of Solomon in the 
tenth century b.c. The range of commerce was gradually 
widened, and as early as the sixth or seventh century b.c., India 
had commercial relations with Egypt, Phoenicia, Arabia, Syria, 
Persia, China, Greece, and Italy. The Hindus built ships and 
navigated the ocean as early as the time of Alexander’s invasion. 
Later, they held in their hands all the threads of international 
commerce in the East, whether overland or by sea.^ The un- 
known author of that remarkable book, the Periphis of the 
EryihrcBan Sea, describes this commerce in detail,^ and from 
him we learn that Indian vessels frequented the Arabian Sea, 
the Ked Sea, the Persian Gulf, and the Indian Ocean, and his 
testimony is corroborated by that of other ancient historians and 
geographers, such as Pliny, Arrian, Strabo, and Ptolemy. The 
chief Indian seaports were : Barygaza (modern Broach), Sauras- 
tra (Surat), Masalipatan, Barbarikon, Mouziris, and Nelkunda. 
There were other commercial towns, some of which also attained 
to great eminence. The value of this maritime commerce must 

' 'There are several references to sea- voyages in the Rig-Veda, while the 
Baudhayana Dharma-Sutra mentions maritime navigation and taxes levied on 
maritime trade. 

* Vide Periplua of the Erythrcean Sea, and other works by Greek writers, 
translated by J. W. McCrindle. The term Erythraean Sea was applied to the 
Indian Ocean with its bays and gulfs. 
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have been very considerable.^ The dimensions of the export 
trade with Kome were such that there was a steady drain of 
specie and coins from that Imperial city. The chief articles of 
export were rich apparels made of silk and cotton, pearls, 
diamonds and other precious stones, ivory, spices, drugs and 
aromatics ; and those of import were gold, silver, brass, copper, 
and tin. India’s trade activity towards the east led to the 
foundation of colonies in Cambodia, Siam, Java, Sumatra, and 
the Malay Archipelago, which in course of time became prosper- 
ous countries. A brisk coastal trade was also maintained 
between the various seaport towns. 

Trade by land with Central Asia, China, and other parts of by land. 
Asia, as well as with some countries of Europe, was carried on by 
caravans. There were several trade-routes which were availed of 
by merchants.^ Besides, an active internal trade was carried on 
between the different parts of the country itself. The great rivers 
served as commercial routes, and royal roads connected the im- 
portant cities. 

Commercial activities were continued in full vigour till the ninth In medi- 
or tenth century, a.d. During the Pathan ascendancy, however, 
maritime commerce was gradually abandoned ; but trade inter- 
course by land was continued. Later on, Akbar encouraged the 
building of boats and ships, and, for a time, both coastal and 
maritime trade received an impetus. The exports of the country 
were much larger in volume than its imports. In 1498, the voyage 
of Vasco da Gama round the Cape of Good Hope opened a route 
for commerce between India and Europe, so much easier, cheaper, 
and safer than any that had previously been used, as to change 
completely the destinies of the country and its relations to the 
general alfairs of the world. Foreign maritime commerce was 
once again revived, this time, however, by Europeans. In the 
seventeenth and eighteenth centuries, the Dutch, the Portuguese, 
the French, and the English companies competed with one another 

^ Strabo says : “I found that about 120 ships sail from My os Hormos to 
India.” 

* Trade routes are classihod by Chanakya under four heads, namely, those 
going north, south, east, and west, respectively. The northern and southern 
routes were regarded as very important. The Indian caravans on the western 
routes were met at border stations by caravans bound for Persia, Tyre, and 
Egypt. 
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for the largest share in the commerce with India. Ultimately, 
the English East India Company was able j)ractically to oust the 
other companies from Indian waters. The invention of steam- 
ships led to a further increase of maritime commerce. And 
lastly, the opening of the Suez Canal brought India much nearer 
to Europe and gave a fresh impetus to the commercial develop- 
ment of the country. 

The foreign trade of India has now vastly increased, but 
Indians have a comparatively small share in it. The bulk of the 
internal trade still remains in the hands of Indians, but even in 
this they do not display the amount of enterprise, foresight, and 
resourcefulness whicli is essential for success in business. 


2. THE INDIGENOUS SYSTEM OF INLAND TRADE 
Every village has its resident traders. In many instances the 
chief trader combines the functions of the money-huider and 
grain-merchant with his own proper vocation. Buying and 
selling are done in the markets, which meet daily in the more 
important villages and on fixed days in tlie week in other jilaces. 
In addition to tlie shopkeepers, there are hawkers or itinerant 
sellers who supply the jieople with articles of nKuchandise in their 
homes. The religious festivals and fairs, some of which are 
attended by large numbers of pilgrims and visitors, also serve as 
important marts for the exchange of commodities.^ 

A portion of the village produce is sold in the village markets 
for local consumption, and the surplus is handed over to the 
agents in the towns and thence dispatched to trade centres in 
other parts of the country, or exported out of it. Imported mer- 
chandise is distributed by the same machinery working in the 
opposite direction. Internal trade may be divided into two kinds : 
(a) traffic with the ports, and (b) commerce between different 
parts of the country. The former is largely concerned with the 
collection of agricultural products for export, and with the dis- 

1 V'^ast concourses of people gather at the Kumbha Melas whicli are held at 
Allahahad, Hardw^ar, and other places. The car-festival at I’uri and the fairs 
at Harihar Chattra are attended by people from the most distant parts of the 
country. These fairs serve not only the purpose of marts hut also of industrial 
exhibitions. 
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tributioti of imported merchandise, and the latter with supplying 
the surplus })roduce of one part to other parts of the country. 
Trade [)a8ses tlirough the hands of a considerable number of 
middh^men and is consequently hampered to no small extent. 

Towns spring up where trade activity increases, and historical 
citi(\s often lose their im[)ortance as soon as they cease to be 
trade ceiitnis. Employment in trade often gives rise to trading 
castes or classes. TIk^si; have now lost much of the importance 
which tliey once possessed, but they still possess a considerable 
degree of organisation, and retain a good ])art of the trade of the 
country in their hands. Tlie Marwaris of Rajputana are found 
in almost every })art of the country. In Madras the Chettis form 
the most important trading community. In the Bombay Presi- 
dency the largest sliare of trade is in the hands of the Parsis and 
the Bhatiyas, while the Baniyas still monoj>olise the bulk of the 
trade of Northern India. Among the Mahomedans the most 
notable commercial class(‘s are the Borahs and Khojahs of Bombay 
and Gujarat. 


3. TlL-LNSPOirr 

For tin* growth of trade and commerce the dcN'clopmcmt of 
mt‘ans of rapid and cheap transj>ortati()n is essential. Till the 
middle of the last century pack-animals, such as bullocks, horses, 
camels, and asses or carts drawn by these animals, were the only 
means of transport by land ; while country-made boats were 
the instruments of riverine transport. With the development 
of railway communication, tiie im})ortance of pack-animals and 
charts has diminislunl, but they are still largely utilised for carry- 
ing goods to tin* towns, j)orts or railway stations. 

From the very earliest times, tin* construction of roads and 
canals was considered among the cliief duties of the rulers. Under 
the Hindu as well as the Mahomedan rule, roads and canals were 
(*onstructc‘d,^ which connected the outlying districts with the 
capital. Major Briggs, spc'aking of these roads, remarks that for 
bold engineering skill and wonderful contempt of didiculties, they 
“ deserve to rank witli the works of the old Romans.’’ Their 

^ Tlu' «)innna ('anal. by the MahniiuHlan Kinperors, must be 

consideird as a groat aohievemont for thoso days. 
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number, however, was few and condition not always satisfactory. 
The great rivers did, no doubt, furnish means of communication 
and some facilities of transport, but they were found insufficient 
for the purpose of keeping up intercourse between the different 
parts of the country throughout the year. 

In the early days of the East India Company, the Government 
did not recognise the execution of pubHc works as a necessary 
part of their pohcy.^ In the later years of the Company, how- 
ever, matters began to improve, and, after the Mutiny of 1857 
and the assumption of the government of India by the Crown, 
the construction of pubhc works went on with increasing speed. 
Railways now connect the principal districts and cities, the 
great rivers have been bridged, the country has been covered 
with roads, and the rivers and canals afford increasing facihties 
of transport. Nearly 43,000 miles of railway are now open, and 
the total mileage of metalled and unmetalled roads maintained 
by public authority is about 268,000. 

The railways, instead of superseding the roads, have actually 
increased the traffic on them. Side by side with the construction 
of railways, progress has been made with the construction of 
roads. Trunk roads now run to and from all important centres, 
and innumerable feeder-roads comiect the trunk roads with one 
another. The recent development of motor transport has given 
an impetus to the construction and improvement of roads. This 
has created a problem for the railways in many cases, as short- 
distance traffic is often being diverted from the railways to the 
roads. 

Steamship communication has been developed in those parts 
where the rivers are navigable. The canals also offer some 
facilities of communication and transport. It is, however, in 
maritime transport that the greatest development has taken 
place. 

Civil aviation is making rapid progress in India since the open- 
ing of the tri- weekly air transport service between England and 
India with an airship base at Karachi. 

Lastly, the post office, the telegraph, the telephone, and the 
wireless afford , great facihties for the communication of in- 
telhgence, so that the sHghtest alteration in trade conditions 

' Vide Imperial Gazetteer, vol. iii. 
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in any part of the world has its repercussions throughout the 
country. 


4. THE PRESENT POSITION OF COMMERCE AND TRADE 

In a vast country like India, the internal trade cannot but be 
immense, and the volume is daily increasing. But it is not poss- 
ible to measure this volume of trade with any degree of accuracy. 

The great bulk of the internal trade, representing about two- 
thirds of the total, flows directly to and from the chief ports ; the 
balance is the trade within the British Provinces and the 
Indian States. The traffic flowing from the port towns to 
the interior of the country consists principally of foreign mer- 
chandise imported by sea, and that flowing to the port towns 
from the country comprises chiefly food articles and raw mater- 
ials.^ Among the provinces, Bengal’s position in the inland 
trade is high on account of jute, rice and other food-grains, oil- 
seeds, coal, and tea produced in the province. Bihar (including 
Chota Nagpur) is important for its production of coal. Tea is the 
staple product of Assam. Cotton, wheat, and seeds in the Bom- 
bay Presidency and Sind, cotton and ground-nuts in the Madras 
Presidency, and spring and winter crops (e.ry., wheat, gram, 
linseed, rapeseed, etc.) in the United Provinces and the Punjab 
chiefly account for the large movement of these articles to the 
various seaports. The United Provinces, well served by rail- 
ways, conduct a larger business in purely inland trade than any 
other province of India. ^ 

The inland trade of the country is much larger in volume and 
value than its sea-borne trade. But the foreign commerce of 
India is also very important. 

Of late years, along with the trade of other countries, the foreign 
trade of India has passed through a phase of acute depression. 
Thus, while the average value of the total foreign trade of India 
during the five years preceding the great war of 1914-18 was Rs. 
431 crores, and the average value during the five years following 

^ In the inland trade Calcutta holds the premier position as a trading 
centre amongst the port towns, its trade being much larger than the total trade 
of all other port towns taken together.** 
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the war was Ks. 639 crores, the value during 1936-37 of the total 
sea-borne trade was only Rs. 376 crores. The latest trade returns 
therefore can give no idea of the normal trade position. Further, 
the different commodities entering into the lists of imports and 
exports have been differently affected, though their relative 
positions have not been very much altered. Lastly, the relative 
positions of different countries as purchasers of Indian exports 
or as suppliers of imports to India have also been affected both 
by general economic factors and by the fiscal policies and other 
measures adopted by them to cope with the depression. In the 
case of India, the foreign trade began to decline by the middle of 
1929, reaching the lowest point in 1933-34, in which year the 
total value of foreign trade was only Rs. 336 crores. Keeping 
these facts in mind, it is instructive to study the latest trade 
returns available. 

The total value of imports in the year 1936-37 was Rs. 143 
crores, as compared with Rs. 300 crores in 1928-29, and Rs. 119 
crores in 1933-34.^ Of this, the value of merchandise was a 
little over Rs. 128 crores, and that of treasure somewhat more 
than Rs. 15 crores. 

The largest class of imports was that of articles wholly or mainly 
manufactured. It amounted to Rs. 92 crores in value, and formed 
about 72 per cent, of the total imports of merchandise. Cotton 
goods, the chief item in this class, were imported to the extent 
of Rs. 17 crores 88 lakhs, the chief sources of supply being the 
United Kingdom and Japan, which sent Rs. 8-8 crores and Rs. 
7*6 crores worth of cotton goods respectively. The imports were 
lower than in the previous year, partly owing to an increase in 
the production of cotton goods in India. Machinery and mill- 
work, consisting principally of textile, electrical and sugar 
machinery and prime-movers, came next to cotton goods, and 
the value of these imports was about Rs. 15 crores, of which more 
than Rs. 9 crores was the value of the imports from the United 
Kingdom. Imports from Germany have displaced British im- 
ports in this field to a certain extent in recent years. The third 
place was held by metals and metal manufactures, amounting 
to about Rs, 10 crores, of which iron and steel goods accounted 

^ Although Burma has been separated from India, for the purposes of this 
edition of the book it has in most places been regarded as part of the country. 
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for Rs. 6 crores. Of the iron and steel manufactures imported, 
45 per cent, came from the United Kingdom, and 23 per cent, 
from Belgium. The value of the imports of vehicles, including 
motor cars, was Rs. crores, the United States of America and 
the United Kingdom being the chief sources of supply. The 
imports of instruments, valued at Rs. 5 crores, came principally 
from the United Kingdom. There was a notable expansion in 
the imports of artificial silk, the value of which reached Rs. 3 
crores 86 lakhs in 1936-37. These imports came mostly from 
Japan. Other manufactured articles imported were dyes, hard- 
ware, paper, chemicals, etc. 

The second important class of imports consisted of raw materials 
and articles mainly unmanufactured, having an aggregate value 
of Rs. 19 crores in 1936-37. Oils, including mineral, animal, 
vegetable, and essential oils, took the first place in this group, 
and the fourth place in the general list of imports. These oils 
were imported to the extent of Rs. 1 \ crores, of which Rs. 6 
crores was the value of mineral oils imported. Iran and Soviet 
Russia were the most important sources of supply of mineral 
oils. Next came the imports of cotton, raw and waste, which 
amounted to Rs. 6| crores. 

Articles of food and drink, amounting to Rs. 11 crores 15 lakhs, 
constituted the third group of imports. Biscuits, cakes, canned 
and bottled provisions were the most important of such articles, 
and they were imported mostly from the United Kingdom. The 
imports of sugar were only Rs. 24 lakhs in value, though it was 
the most important item in this group up to the year 1931-32. 

The two remaining groups of imports, namely, hving animals, 
and unclassified and miscellaneous articles, together amounted 
to Rs. 2 crores 26 lakhs in 1936-37. 

As regards exports from India, their total value, including 
treasure, amounted to Rs. 232 crores 69 lakhs in 1936-37, as com- 
pared with Rs. 345 crores in 1928-29, and Rs. 206 crores in 1932- 
33, in which year the value of exports reached its lowest point. 
The value of Indian produce was Rs. 196 crores in 1936-37, the 
re-exports of foreign merchandise amounted to Rs. 6 crores 24 
lakhs, and exports of treasure, consisting mostly of gold, amoun- 
ted to Rs. 30 crores 20 lakhs. Raw materials and articles mainly 
unmanufactured formed the largest class of exports, having a 
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value of nearly Rs. 103 crores. Exports of manufactured articles, 
valued at Rs. 50 crores, formed the second largest class, while 
articles of food and drink, with a total value of Rs. 40 crores, 
came third in the list of exports. The two remaining groups, 
namely, living animals and unclassified and miscellaneous 
articles together accounted for Rs. 3 crores 5 lakhs. 

Among individual articles of export, the most important was 
cotton, raw and manufactured. The exports of raw cotton 
amounted to Rs. 45 crores, the principal purchasers being Japan, 
the United Kingdom, Belgium, and Germany. The exports to 
Japan showed a remarkable increase as the result of the Indo- 
Japanese Trade Agreement of 1934. The value of cotton manu- 
factures exported in 1936-37 was about Rs. 4 crores. The chief 
markets were Ceylon, Iran, and the Straits Settlements. The 
value t)f the exports of jute manufacture was Rs. 28 crores in 
1936-37, the chief purchasers being the United States of America, 
Argentine, the United Kingdom, and Australia. Raw jute was 
exported to the extent of Rs. 14 crores 80 lakhs. The United 
Kingdom, Germany, the United States, France, and Belgium were 
the principal purchasers. There was a slight improvement in the 
export of raw jute, but the quantity exported was smaller than 
the consumption in Indian mills, though it had always been 
larger before 1932. Tea was exported to the extent of Rs. 20 
crores. The bulk of the exports, over 86 per cent., went to the 
United Kingdom which, however, re-exported a large amount to 
other countries. Tea exports are now governed by an inter- 
national agreement which assigns quotas to the different export- 
ing countries. The value of seeds exported was Rs. 18 crores 
40 lakhs, an increase of about 80 per cent, over the previous year. 
This improvement is due partly to the general trade revival, and 
partly to a reduction of import duties in France, which is one of 
the most important markets for ground-nuts. The United King- 
dom, Belgium, and Netherlands are the other principal markets 
for oil-seeds. Other important articles of export were metal 
manufactures, leather goods, hides, ores, wool, and lac. 

Of the countries participating in the foreign trade of India, 
the United Kingdom had the largest share, the total trade with 
that country in merchandise only amounting to nearly Rs. 113 
crores, representing 34*5 per cent, of the total trade. The trade 
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in merchandise with British possessions other than the United 
Kingdom amounted to Rs. 42 crores, and that with countries out- 
side the British Empire amounted to Rs. 172 crores. Before the 
war, India’s imports came mainly from the United Kingdom, 
while her exports went chiefly to foreign countries. But since 
the war considerable changes have occurred in the direction of 
India’s foreign trade. The following statement shows the pro- 
portion of India’s trade, export and import, with each of the 
principal countries in 1936-37. 


Trade in Merchandine only, 1936-37 


Percentage share 



Export to 

Imi>ort from 

United Kingdom - 

- 

32-1 

38-4 

Other British Possessions 

- 

14-2 

10'8 

Japan 

- 

15-0 

17*0 

United States 


9-5 

6-5 

Germany - - - - 

- 

4-7 

9*7 

Belgium - - . - 

- 

3-6 

2*2 

France . - - . 

- 

4-0 

0-9 

Italy 

- 

2-4 

1-0 

Netherlands 


2-2 

M 


The bulk of the carrying trade with India is done by British Shipping, 
ships. During the year 1936-37 the tonnage under the British 
flag was nearly 65 ])er cent., Japanese vessels carried about 9 per 
cent., while German and Italian vessels carried about 7 per cent, 
each of the total trade. The other countries whose vessels are 
engaged in the carrying business are the United States of America, 

Nonvay, Holland, and France. There is a slight improvement in 
the amount of carrying trade done in Indian craft, which was 
about 1*1 per cent, of the total carrying trade in 1936-37. 

The trade across the land frontiers of India is also recover- Frontier 
ing slowly after the depression. The statistics of this trade trade, 
are incomplete and not wholly reliable. An agreement for the 
separate registration of trade between India and Afghanistan 
has been entered into with effect from the 1st February, 1937. 
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The imports into India across the land frontiers consist chiefly 
of food -grains, hides, tobacco, wool, linseed, and silver, while 
among exports, food-grains, salt, sugar, petroleum, iron and steel, 
and tea are the chief items. 

The total value of the coasting trade is about Rs. 160 crores. 
A large part of this trade is between the ports on the east coast 
and Burma, and along the coast between Bombay and Karachi. 
The value of the imports of private merchandise into Burma 
from India was Rs. 10 crores 93 lakhs in 1936-37, while the 
exports of private merchandise from Burma to India in the same 
year had a total value of Rs. 34 crores 92 lakhs. The Indian 
exports to Burma consist chiefly of cotton goods, jute manufac- 
tures, coal, and iron goods, while Burmese exports to India con- 
sist principally of rice, mineral oils, lac, and teak wood. 

From the foregoing account of the commerce of India, it is 
clear that the exports of India exceed her imports. The excess 
of exports over imports in merchandise only in 1936-37 was 
Rs. 77 crores 77 lakhs, as compared with an average annual 
excess during the post-war period 1924-29, of Rs. 112 crores 80 
lakhs. Thus the balance of trade in mercliandisc still showed the 
effects of the economic depression. In 1931-32 the balance had 
fallen to as low a figure as Rs. 3 crores 22 lakhs. The diminution 
in the balance of trade during the depression was due to the 
fact that the average prices of Indian exports fell in a higher 
proportion than the average prices of Indian imports. A feature 
of the depression was the continuous flow of gold out of India, 
more than Rs. 300 crores worth of the metal having been ex- 
ported between the years 1931 and 1937, out of which, the net 
flow during 1936-37 was Rs. 27 crores 85 lakhs. This marked a 
complete reversal in the direction of specie flow. Up to 1931, 
there was always a net inflow of specie into India from foreign 
countries. This inflow of gold served to pay for a portion of the 
balance of trade, the remaining portion of which was accounted 
for by ‘ invisible imports.’ These items consisted of the Home 
Charges, interest on foreign capital invested in India, and pay- 
ments for shipping, banking, insurance, and other services 
rendered by foreigners in this country. As most of these items 
represented payments based on long-period contracts, they did 
not diminish to any appreciable extent during the depression. 
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and consequently exceeded in value the balance of trade in 
merchandise only. The difference was made up by the exports 
of gold. With the gradual improvement in the balance of trade, 
it is expected that there will be a cessation of the flow of gold 
out of the country, but it is doubtful whether, in the present 
dislocated condition of international commerce, this result will 
come about automatically without any intervention on the part 
of the Government. 

5. PRICES 

From about the middle of the nineteenth century a tendency 
towards a rise of prices became visible. This tendency became 
more progressive during the first two decades of the twentieth 
century. The decennial average for the period 1901-10 was 
higher than the average for the previous decennial period, and 
the average for the period 1911 20 higher than that for the period 
1901-10. 

Prices soared very high between 1917 and 1920, the rise being 
especially marked in the prices of food-grains. Thereafter, there 
was comparative stability of prices up to 1929, in which year 
prices fell suddenly. During the next four years, prices went on 
falling, the lowest 2 )oirit being reached in the first part of 1933. 
There has been a slow, but none the less noticeable, revival of 
prices in recent years, but the general level is still much lower 
than the average for the period 1920- 1929, and considerably lower 
even than the pre-war period. Thus the course of average prices 
after the great European War has been highly chequered, and it 
is in marked contrast to the steady upward tendency which 
had characterised the pre-war movement. The following 
statement shows the decrease in the year 1934 in the average 
retail prices of the principal food-grains as compared with those 
of 1929 (the prices of 1873 being taken as 100) : 


Rice 




Prices in 1929 

336 

Prices in 1034 

152 

Wheat - 

- 

- 
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262 

135 

Jowar 

- 

- 
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294 

148 

Bajra 

- 
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- 

312 
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Ragi 
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347 
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The general index-number for all articles, calculated on the 
same basis, was 203 for 1929 and 119 for 1934.^ 

These fluctuations of prices, especially the war and post-war 
changes, are connected with similar price-movements in the rest 
of the world. As different countries of the world become more 
and more interdependent, the economic bonds among them 
become closer, with the result that prices tend to move in the 
same direction in all countries. This is especially the case 
with respect to the prices of those articles which enter into 
foreign trade. In the case of India, this general tendency has 
been accentuated by the exchange and fiscal pohcies of the 
Government. From 1893 onwards, the rate of exchange between 
India and Great Britain has been kept fixed, with only occasional 
lapses. Since London is the world’s financial centre, and since 
the British currency is the world’s chief money-of-account, the 
maintenance of a fixed rate of exchange with that country by 
India has helped in communicating movements of prices in other 
countries to India. Another factor which helped in the same 
direction was the maintenance of a policy of free trade by India 
up to 1924. 

The years 1925 to 1929 witnessed a remarkable expansion of 
industry and trade, and a steady upward movement of prices all 
over the world. In India also, production and prices rose in sym- 
pathy. The continuous rise in prices fostered a spirit of optimism, 
specially in the United States of America, where it overreached 
itself in an orgy of speculation. This led to the catastrophic 
financial collapse of the New York Stock Exchange in October, 
1929. The whole structure of international finance was rudely 
shaken by this event. In the summer of 1931, a severe financial 
crisis occurred in Central Europe, owing chiefly to the accumu- 
lated burdens of inter-governmental debts. England, which had 
lent heavily to these countries, was forced off the Gold Standard 
in September 1931, and India immediately followed in her wake. 
Other factors also had been in operation. Even before the New 
York crash of 1929, the prices of agricultural goods had begun to 
fall owing to an excessive expansion of production under the spur 
of high prices. This fall in prices of agricultural goods was 
accentuated by the European crisis leading to a diminution of 
^ Statistical Ahstractf Thirteenth Issue. 
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the purchasing power of European countries, which are the chief 
markets for these goods. All these factors brought down the 
prices of India’s staple articles of export to exceptionally low 
levels. The prices of agricultural commodities fell in India to an 
even greater extent than in other countries. Prices of other 
articles followed the prices of exports, and the general price level, 
therefore, sagged down. This depression continued till 1935, 
but signs of a revival manifested themselves in 1936. The 
recovery continued during the first half of 1937, but towards the 
end of that year a distinct check became discernible, which 
continued during the year 1938. 

The following table gives the general index numbers of prices 
in India and in some other important countries for the years 1931 
to 1936, the prices of 1929 being taken as 100.^ 


Year 

1 ndia 

United 

Kingdom 

United 

States 

Japan 

France 

1931 

- 68 

77 

77 

70 

80 

1932 

- 65 

75 

68 

73 

68 

1933 

- 62 

75 

69 

82 

64 

1934 

- 63 

77 

79 

81 

60 

1935 

- 65 

78 

84 

84 

54 

1936 

- 65 

83 

85 

90 

66 


^ Rf.view of the Trade of India for 1936-37^ p. 21. 
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Money was in use in India in the very earliest times of which we 
have record. At the very dawn of history, -we find the Indian 
people already well advanced in civilisation. They were at the 
time actually entering upon what is known as the manufacturing 
and commercial stage. Such a state of society implies exchange, 
and exchange implies the use of money. 

The great antiquity of Indian money is proved from various 
sources, the chief amongst which are (a) the most ancient accounts 
of the population and condition of society in India ; (6) the Vedic 
writings ; (c) the code of Manu ; (d) the Buddhistic works ; 
(e) numismatic and other archaeological remains ; and (/) com- 
parative philology.^ Various kinds of coins made of gold, silver,^ 
and copper were in use ; and many other substances, such as 
clay, lacquer, and shells (cowries) were also used for exchange. 
Rulers had the prerogative of coining gold or silver, though 
adequate measures were rarely taken to prevent coinage by 
private persons. 

During the Mahomedan rule, a reform of the currency was 
attempted, and several interesting monetary experiments were 
made. The rulers began to enforce the prohibition of coinage by 
private persons. Mahomed Tughlak entertained a new scheme 
of finance, in pursuance of which he at first debased the silver 
coins, and ultimately issued copper pieces, which were to circu- 
late at the nominal value of silver coins. But this bold scheme, 
which was in reality a forerunner of the modern system of paper 
money, failed. The discovery of America and increased com- 


1 Del Mar, History of Momy, p. 58. 

* Historians tell us that silver was in the earliest period more valuable than 
gold. 
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mercial relations with Europe led to an influx of silver into India 
in exchange for spices and gold ; and Akbar the Great attempted 
to introduce a uniform standard, but his efforts did not fully 
succeed. In the seventeenth century, the East India Com- Under the 
pany also began to issue coins for use in their factories. During 
the remaining years of Moghul rule, coins continued to be struck 
at various places, and they were of different weights. 

At the beginning of the nineteenth century, some parts of In the 
India (e.g., Madras) maintained a gold standard and currency ; 
elsewhere, as in Bengal, a silver standard obtained, with gold century, 
coins in concurrent circulation. Throughout India the coins, 
whether of gold or silver, differed in denominations as well as in 
intrinsic value, even within the same district. The resulting 
confusion afforded an opportunity to a class of indigenous 
bankers, who made profit by charging high fees or hatta for 
exchanging one kind of money for another. The media of 
exchange failed, therefore, to function as measures of value. In 
1806, the Directors of the East India Company gave their appro- 
bation to the demand for a uniform coinage, and the first step 
that was taken was to replace the old miscellaneous coinages 
by four denominations of rupees and fewer kinds of gold coins. 

In their Despatch to the Governments of Bengal and Madras, 
the Directors observed that, while fully satisfied with the silver 
rupee being the principal measure of value and the money-of- 
account, they by no means desired to drive gold out of circulation. 
Nevertheless, in 1818, the rupee was substituted for the gold 
pagoda in Madras ; and, in 1835, the rupee, which weighed 180 
grains, and contained 165 grains of pure silver, was made the 
standard coin for the whole of British India. It was further 
enacted that “ no gold coin shall henceforward be a legal tender 
of payment in any of the territories of the Company.” The 
coining of gold mohurs (15-rupee pieces) was authorised by the 
Act of 1835, and in 1841 a Proclamation authorised officers in 
charge of public treasuries “ freely to receive these coins.” A 
few years later, however, the effect of the Proclamation was found 
embarrassing to the Government of India, on account of the 
extensive discoveries of gold in Australia, which resulted in 
diminishing its value in relation to silver. Consequently, in 1852, 
the Proclamation of 1841 was withdrawn. In 1864, the Govern- 
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ment of India proposed that sovereigns and half-sovereigns 
coined at any Royal Mint in England, Australia, and India, be 
made legal tender at the rate of one sovereign for 10 rupees, and 
that Government currency notes should be exchanged either for 
rupees or for sovereigns at that rate. The Imperial Government, 
though unwilling to make the sovereign legal tender, accepted 
the second proposal. 

India thus continued to be a silver-standard country.^ Silver 
was received in the Indian mints without limit when tendered 
for coinage. Consequently, the value of the ruy)ee in gold de- 
pended on the gold price of the silver bullion. The discovery of 
new silver mines and the demonetisation of silver by many 
civilised countries caused a heavy fall in the value of silver. The 
maintenance of bimetallism by the countries of the Latin Union, 
which w’as formed in 1865 with France as the leading member, 
served for a time to keep up the rate of exchange between silver- 
standard and gold-standard countries, in the face of a continuing 
fall in the market value of silver. But these countries were com- 
pelled to give up bimetallism in 1873, and thereafter the ex- 
change value of the rupee in terms of gold fell continuously. 
Thus the rate fell from 2s. in 1871 to Is. 3d. in 1892. Although 
for internal purposes it did not matter much, yet in the trade 
relations of India with gold -standard countries it produced very 
bad results. The violent oscillations in the rate of exchange upset 
trade conditions and hindered the development of India by 
foreign capital. ^ Besides, the Government of India suffered great 
loss in making remittances to meet its obligations in England. 
The number of rupees required for defraying the sterling expendi- 
ture in England increased with each fall in the exchange-rate of 
the rupee. The Government had also to pay compensation 
allowances to British officers to make good the loss which the 
latter suffered. This rendered necessary a considerable increase 
of taxation ; and the violent fluctuations in the value of the 
rupee made the preparation of the Budget an exceedingly diffi- 

^ Report of the Indian Currency Committee ^ 1898, pp. 1 and 2. 

* In 1892, the Bengal Chamber of Commerce represented to the Government 
that “ it was impossible for men of business to feel any confidence in the future 
value of the rupee, and they believe that such a state of things restricts the 
investment of capital in this country and seriously hamjiers legitimate enter- 
prise ”. 
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cult task. In view of this embarrassment, the Government tried 
for a number of years to promote a system of International Bi- 
metallism. But when their efforts became ineffectual they 
appointed, in 1892, a Committee, under the presidency of Lord 
Herschell, to consider the proposals submitted by the Govern- 
ment of India for the closing of the mints to the free coinage of 
silver, and for the adoption of a gold standard. In accordance 
with the recommendations of this Committee, the Coinage Act of 
1893 provided for the closing of the Indian mints to the free 
coinage of both gold and silver, the Government retaining the 
power to coin rupees on its own account. Notifications were also 
issued arranging for (i) the receipt of gold at the Indian mints in 
exchange for rupees at the rate of 16d. per rupee, and for (ii) the 
receipt of sovereigns and half-sovereigns in payment of dues to 
the Govermnent at the rate of Rs. 15 for a sovereign.^ The net 
results of these measures were (1) that the exchange value of the 
rupee ceased to coincide with the price of silver, and (2) that silver 
ceased to be the standard of value, though it continued to be used 
as the chief material of currency. Gold, however, did not yet 
become legal tender. 

In 1898, another Committee was appointed, under the chair- 
manship of Sir Henry Fowler (afterwards Lord Wolverhampton). 
The Fowler committee reported in 1899. Their chief recommenda- 
tions ^ were : (1) that the British sovereign should be made a 

^ The Herschell C-oniinittee rocomineiided that “ the closing of the mints to 
the free coinage of silver should be accompanied by the announcement that, 
though closed to the public, they will be used by Government for the coinage 
of rupees in exchange for gold at a ratio to be fixed at, say, Is. 4d. }x*r rupee ; 
and that at the Government treasuries gold will be received in satisfaction of 
public dues at the wime ratio ” {Indian Currency Committee's li€>porty 1893, 
para. 156). 

* “ We concur with the Government of India in their decision not to revert 
to the Silver Standard. . . . Over four-fifths of the foreign trade of India is 
with Gold Standard countries, and for this reason it is desirable that India 
should have the same measure of value as those countries. ... A further and 
certainly not less important consideration for a country like India is that an 
established Gold Standard is the simplest and most effective means of attracting 
capital. . . . W'e are in favour of making the British sovereign a legal tender 
and a current coin in India. WT^ also consider that, at the same time, the 
Indian mints should be throwm open to the unrestricted coinage of gold on 
terms and conditions such as govern the three Australian branches of the 
Royal Mint. The result would be that, under identical conditions, the sovereign 
would be coined and would circulate both at home and in India. . . . U ruler 
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legal tender and a current coin in India ; (2) that the rupee 
should also continue to be legal tender to an unlimited extent ; 

(3) that the sterling rate for the rupee should be fixed at Is. 4d. 

(4) that the Indian mints should be thrown open to the un- 
restricted coinage of gold ; (5) that the mints should not be 
reopened to the free coinage of silver ; (6) that, though the 
Government should continue to give rupees for gold, fresh rupees 
should not be coined until the proportion of gold in the currency 
was found to exceed the requirements of the public ; and (7) that 
any profit on the coinage of rupees should not be credited to the 
revenue, or held as a portion of the ordinary balance of the 
Government of India, but should be kept in gold as a special 
reserve, entirely apart from the Paper Currency Reserve and the 
ordinary Treasury balances. 

The Government of India approved of these recommendations, 
and proceeded to give effect to them. In September 1899, the 
sovereign was declared legal tender, but the rupee also continued 
to be legal tender to an unlimited amount. In 1900, the then 
Finance Member of the Government of India announced in the 
Imperial Legislative Council that it had been decided to con- 
stitute a branch of the Royal Mint for the coinage of gold, but 
the scheme was dropped after nearing completion in 1902. The 
monetary standard which was thus established came to be known 
as the Gold-Exchange Standard, or, in other words, a Gold Stand- 
ard without a gold currency. ^ The Gold- Exchange Standard may 
be said to exist under the following conditions : (1) gold does not 

an effective Gold Standard rupees would be token coins, subsidiary to the 
sovereign. But existing conditions in India do not warrant the imposition of 
a limit on the amount for which they should constitute a legal tender. ... In 
conclusion, we desire to record our opinion that the effective establishment of 
a Gold Standard is of paramount importance to the material interests of India. 
Not only will stability of exchange with the great commercial countries of the 
world tend to promote her existing trade, but also there is every reason to 
anticipate that with the growth of a confidence in a stable exchange, capital 
will be encouraged to flow freely into India for the further development of her 
great natural resources. For the speedy attainment of the object, it is eminently 
desirable that the Government of India should husband the resources at their 
command, exercise a resolute economy, and restrict the growth of the gold 
obligations. . . .” 

^ The Committee were not unanimous in regard to this rate. 

‘ The Hilton Young Commission expressed the view that it should have been 
called a “ Sterling -Exchange Standard.” 
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circulate to an appreciable extent within the country ; (2) the 
local currency is not necessarily redeemable in gold for internal 
use ; (3) the Government or the Central Banks make arrangements 
for the provision of foreign remittances in gold at a fixed maxi- 
mum rate in terms of the local currency ; and (4) the reserves 
necessary to provide these remittances are kept, to a certain 
extent, abroad. This system, which was first advocated by 
Mr. A. M. Lindsay, was adopted by the Government, not as 
a consistent whole, but piecemeal, as the result of a series of 
experiments. 

The immediate object of the closure of the mints was to raise 
the value of the rupee by restricting the supply. In 1893, the 
rupee stood at Is. 2^d. The Government set itself to the task of 
raising its value. In this, however, they were disappointed. 
The restriction of supply caused apprehension in the minds of 
the people, and brought into circulation the hoards of rupees, 
and the quantity which would otherwise have been used for 
artistic and ornamental purposes remained to swell the total 
silver currency. Rupees which were outside British India also 
naturally sought the Indian markets. The first result of the 
closure of mints, therefore, was that the rupee fell in value.^ 
The Government stood out for a wdiile, but in the end w^as com- 
pelled to sell rupees for about Is. l-|d. During the next few years 
the policy of abstention from coinage w’as resolutely persisted in. 
But the value of the rupee continued to fall, and in January, 1895, 
it reached the minimum of 12-|d. After that date it rose by 
gradual steps till in 1898 it stood at Is. 4d. The value of the rupee 
rose, not because there was a contraction of currency, but because 
the value of silver could no longer influence the value of the 
rupee owing to the suspension of free coinage. From 1898 to 1916 
the value of the rupee did not fluctuate to any important extent, 
except for a brief period during the crisis of 1907-8, w’hen the 
rupee fell considerably below specie point.^ 

This currency experiment was the subject of criticism of 
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^ This immediate result was foreseen by Professor J. S. Nicholson (vide his 
article entitled the “ Indian Currency Experiment *’ in the Contemporary 
Review^ 1893). 

* In 1908, the exchange fell to Is. 3i-fd., but this marked fall was due to the 
combined effect of the Indian famine and the American monetary crisis. 
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various sorts. The admirers of the system claimed for it great 
and unqualified success.^ Experience showed, they said, that the 
system was perfectly stable, as had been found at the time of the 
severe test of the crisis of 1907-8 ; great developments of trade 
and industry had proceeded under the system ; it had settled 
the finances of the Government and had made possible the re- 
mission of a considerable amount of taxation ; and, lastly, the 
wisdom of the measure was proved by the fact that many other 
countries had followed the example of India in this matter Its 
detractors pointed to the inelasticity of the system as a great 
defect. In busy seasons, an increased currency was required, 
which, in a dull season, led to an inflation of the currency from a 
want of automatic regulation, and thus raised prices. The Gold- 
Exchange Standard failed to secure stability of purchasing power. 
During the period 1893-1923, prices varied more in India than 
elsewhere. Further, they contended that during the crisis of 
1907-8 the system was almost on the verge of a collapse,® and 
jthat in the post-war crisis of 1919-20 it completely broke down. 
As for the remission of taxation, they argued that there had 

^ Mr. Keynes wrote in the Economic Journal (October 1914) : “ The Gold- 
Exchange Standard, based on a reserve in London, has enabled the Indian 
currency system to meet the crisis better than that of almost any other country. 
No moratorium has been declared, and the exchange value of the rupee has 
been maintained throughout between the gold points. Of no other important 
countiy can this be said,” 

* The Gold-Exchange Standard was adopted by the Philippines, Mexico, 
and the Straits Settlements. The currency systems of Russia, Holland, Japan, 
and Austria-Hungary also were not very different from the Indian system. 
The Currency Commission (1914) ix)inted out that, “ in those countries, as in 
India, gold actually in circulation is of secondary importance, and the internal 
medium of circulation, whether it be a silver coin or a paper note, depends 
for its value in exchange, not on its own intrinsic worth, but on the maintenance 
in reserve of gold or resourced readily convertible into gold, and in the case of 
Russia and Japan, at any rate, large portions of the gold resources are held 
not at home, but in London, Paris, and other monetary centres, just as India’s 
Gold-Standard Reserve is held in London ” {Report^ para. 61). 

® The following question by the Chairman of the Currency Commission (1913) 
and the answer given by Lord Inchcape are interesting in this connection ; 

Q. 10,186. You do not think there is a danger that in some severe crisis 
when there has been, say, not only famine in India, but a severe monetary 
disturbance in London, you would find it difficult to realise your securities at 
anything but a ruinous price? 

A. Things then would be very bad indeed. You would all be ‘ bust’ up, 
if it came to that. 
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really been none, for the remitted taxation represented the 
additional amount that had been taken from the taxpayers by an 
artificial appreciation of the rupee. ^ Furthermore, it was asserted 
that India’s national capital invested in rupees was a wasting asset, 
inasmuch as the rupee depreciated as bullion. Besides, they held 
that it was desirable for the Government to interfere as little as 
possible with the currency. Lastly, the Gold -Exchange Standard 
was a very complicated mechanism, and, in the words of Profj 
Caiman, it was “ neither fool-proof nor knave-proof.” 

Now, admitting that the system was not perfect, what were 
the alternatives to it? Some people, whose number was exceed- 
ingly small, advocated a return to the old system ; but to do so 
would have meant a recurrence of the state of affairs which had 
made the adoption of the Gold-Exchange Standard necessary. 
Bimetallism ^ was another alternative, but it could be successful 
only if it was accepted by at least a majority of the civilised 
nations, which was very unlikely to happen. 

The third alternative was the adoption of the Gold Standard 
in its entirety. The chief arguments adduced in favour of this 
standard were thus summarised by the Finance and Currency 
Commission of 1913 : 

(i) That gold was a more convenient and portable medium of 
circulation than the rupee. 

(ii) That a gold currency was a necessary step towards what 
might b(* regarded as the ideal currency, viz., paper backed by 
gold in reserve. 

(iii) That some prestige attached to the possession of a gold 
currency, whereas a silver circulation was the mark of less pro- 
gressive peoples. 

(iv) That a large amount of gold in circulation was a strong, 
and, in the view of some people, the only adequate support for 
exchange. 

^ The amount of taxation remitted between 1898 and 1910 was 5 crores of 
rupees, and this, according to the late Mr. G. K. Gokhale, was the additional 
amount taken from the people by means of the appreciation of the rupee 
(G. K. Gokhalc’s Budget Speech, 1910). 

* Prof. J. S. Nicholson, in his Money and MoneUiry Problems^ tried to 
prove that bimetallism was both advantageous and practicable. On the other 
hand, an eminent authority like the late Sir Robert Giffen held that bimetal- 
lism was unattainable, and, if attained, would be dangerous. 
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(v) That the constant mintage of fresh supplies of rupees was 
objectionable, and would be obviated by an increasing circula- 
tion of sovereigns. 

(vi) That until India had a gold currency in active circula- 
tion, India would continue to possess an artificial and managed 
currency. 

(vii) That India should be encouraged to absorb gold in order 
to protect the world in general from a further rise of prices due 
to the greatly increased production of gold. 

Answers To these arguments the objectors (including the majority of 
to such Commission) replied as follows : 

ments. (i) The first argument was vahd only in so far as large pay- 
ments were concerned, but even there notes were preferable to 
gold. 

(ii) History lent no support to the second argument, and it 
was not impossible to reach the ideal system of currency without 
taking the intermediate step of a gold currency. 

(iii) The third argument was the result of a confusion in the 
minds of some people between a Gold Standard and a gold cur- 
rency. In internal circulation, a wide-spread use of cheques was 
the most progressive system ; for the cheaper the money- 
material, the greater was the economy in the use of the precious 
metals. 

(iv) As for the fourth, the opinion of eminent economists and 
financiers, as well as the experience of the most advanced 
countries, was against this view ; as a matter of fact, the only 
support for exchange in a monetary crisis had always been found 
to lie in the gold reserve of the banks and not in gold in the pockets 
of the people.^ 

(v) The fifth argument was met by the reply that rupees were 
generally used for small payments, and a larger circulation of 
sovereigns would not obviate the need for the mintage of fresh 
rupees to any appreciable extent ; on the other hand, gold coins 

1 “ Gold wanted for exportation is almost invariably drawn from the reserves 
of banks, and is never likely to be taken from the outside circulation while 
banks remain solvent ” (J. S. Mill, Political Economy^ bk. iii, chap. 22). 

“ We only have as an effective circulation that which is required for the 
daily wants of the people. You cannot tap that to any extent so as to increase 
your central stock of gold ’* (Lord Goschen’s Sjjeech at the London Chamber of 
Commerce, 1891). 
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would prove a very formidable rival to the note issue, which would 
be most undesirable. 

(vi) In regard to the sixth argument, it might be urged that 
a ‘ managed ’ system was not necessarily a bad system, and that 
it was not possible for the Government of India to manipulate 
the currency for their own purposes, for they would add to the 
active circulation of the currency only in response to pubhc 
demands. 

(vii) The last argument was not one of any importance, for the 
extent to which India should use gold must be decided solely in 
accordance with India’s own needs and wishes, and it would be 
manifestly unjust to force gold coins into circulation in India on 
the ground that such action would benefit the gold -using countries 
of the world. 

The conclusion at which the Chamberlain Commission arrived 
on this point was that gold in circulation was “ wasteful ”, and 
“ that it would not be to India’s advantage to encourage such 
circulation This, however, did not dispose of the question 
of the adoption of a Gold Standard. 

The advocates of a gold currency demanded the establishment 
of a gold mint in India. In March, 1912, Sir V. D. Thackersey 
moved a resolution in the Imperial Legislative Council urging 
that the Indian Mints be opened to the free coinage of gold and 
that distinctive Indian coins be issued.^ A vigorous agitation 
was also carried on by Sir M. de P. Webb and his supporters to 
secure the same object. The Chamberlain Commission, after 
fully discussing the question, remarked : “ AVe cannot recom- 
mend on its merits the establishment of a gold mint in India. But 
if Indian sentiment genuinely demands it, and the Government 
of India are prepared to incur the expense, there is, in our opinion, 
no objection in principle, either from the Indian or the Imperial 
standpoint, provided always that the coin to be minted is the 
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^ Sir James Begbie, however, in his Note of Dissent said : “ The true line of 
advance for the currency policy is to discourage an extension of the token 
currency by providing facilities for the distribution of gold when further 
increases in the currency become necessary,” and he advocated the issue of a 
suitable gold coin from an Indian mint {Report^ p. 90). 

* The Finance Member, Sir Guy Fleetw'ood Wilson, in his reply, expressed 
his sympathy with the proposal, but declined to commit the Government of 
India to any particular line of policy. 



164 


INDIAN ECONOMICS 


sovereign (or the half-sovereign) : and it is pre-eminently a 
question in which Indian sentiment should prevail. If, however, 
the final decision be against the opening of a gold mint, we recom- 
mend that the notification of the Government’s readiness to 
receive refined gold at the Bombay mint should be renewed on 
suitable terms.” 

Devices to A few words may be said here about the device by means 
Gold^^^ of which the Gold-Exchange Standard was made to function 
Exchange India. To keep up the Standard and to prevent great 
Standard, fluctuations in the value of the rupee, two things were essential : 

firstly, that importers of gold should obtain rupees for their gold ; 
and, secondly, that when gold was required for the purpose of 
remittance, the exporters should get it in exchange for silver. 
To ensure this, the Government sold and bought rupees in India 
and in London at the rate of Is. 4d. the rupee plus or minus, 
as the case might be, the approximate cost of transport. And 
for these transactions, a special fund, called the Gold Standard 
Reserve, was created out of the profits derived from the coin- 
age of rupees. 

Gold In accordance with a recommendation made by the Fowler 

Standard Committee it was decided that, with effect from the 1st April, 
1900, the net profit from the coinage of rupees should not be 
treated as revenue, but should be credited to the Gold Standard 
Reserve. Up to 1906, practically the whole amount was re- 
mitted to England and appropriated to the purchase of British 
Government Securities, the interest realised being added to the 
fund and invested ; but in that year it was decided that a 
portion of the Reserve should in future be held in silver in India. 
In 1907-8 and 1908-9, in consequence of a further decision, 
half the profits on coinage were to be apphed to capital expendi- 
ture on railways, and about £1,100,000 was actually diverted 
for the purpose ; but this decision was soon reversed. In 1914, 
the Indian branch of the Gold Standard Reserve was abolished 
on the recommendation of the Chamberlain Commission. The 
Currency Committee of 1919 recommended that a portion of the 
gold in the Gold Standard Reserve, not exceeding one-half, should 
be held in India ; the sterling investments should, however, 
continue to be held in London. In 1921-22, the excess over £40 
million in this Reserve was used to cancel created securities. 
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From 1922-23 to the date of establishment of the Reserve Bank 
the excess over this sum was annually added to the general 
revenues. 

On the 30th September, 1926, the Reserve stood as follows : 

Cash at short notice - - - - £3,940 

British Treasury Bills - - - - £3,146,812 

Other British and Dominion Government 
Securities £36,849,248 

Total - . - - £40,000,0001 


Had it not been for the rash policy of selling Reverse Councils 
amounting to over £55 million in the crisis of 1919 and 1920, 
India would have had a Reserve of over £95 million at that time. 

So much about the device by which the Gold Exchange 
Standard was maintained. We must now resume the history 
of the Standard itself. With the outbreak of the war there 
was a general dislocation of trade and industry, resulting in 
a weak exchange. This was met by offering sterling bills or 
reverse drafts up to a maximum of £1,000,000 a week, and 
the stability of the rupee was maintained till the end of 1916. 
Towards the end of 1915 the export trade of India revived 
owing to a persistent demand for India’s products at good 
prices. On the other hand, there was a contraction of her 
imports, due to the inability of foreign countries to exj)ort 
a sufficient volume of commodities to India. The balance of 
trade thus turned considerably in favour of India. Normally, 
her favourable balance is liquidated by foreign countries by the 
export of precious metals to India and also by the sale of Council 
Bills by the Secretary of State for India. The embargo placed on 
the export of precious metals by the belligerent countries left 
only one method available for the liquidation of India’s balance 
of trade, namely, the sale of Council Bills. But the capacity of 
the Secretary of State for selling Council Bills depended upon his 
purchase of silver to replenish the rupee resources of the Govern- 
ment of India. Here he w^as confronted by the high price of 
silver brought about by heavy demands accompanied by a reduc- 

^ In the interval between the Sint Mareh, 1913, and the 31st March, 1923, 
the aggregate of the Gold Standard Keserve had increased to £40 million. 
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tion in the supply. The price of silver rose continually till 
August 1917, when it was no longer economically possible for the 
Secretary of State to sell Council Bills at Is. 4Jd. as he had done 
hitherto. It is worthy of note that when the price of silver is 
43d. per ounce, the exchange value of the rupee is just equivalent 
to the cost of coining a rupee. Silver rose above 43d. per ounce in 
August 1919, and it continued to rise till in December 1919 it 
reached the abnormally high figure of 78d. per ounce. The rate 
of Council Bills was consequently raised till in December 1919 it 
was as high as 2s. 4d. Besides, as sterling had depreciated in 
terms of gold, the rate for Council Bills had to be fixed a little 
higher to make allowance for this depreciation. The Gold- 
Exchange Standard thus broke down. 

It was thus found necessary to appoint a Committee to con- 
sider the question. The Committee under the chairmanship 
of Babington-Smith recommended a rate of 2s. (gold) for the 
rupee. They believed that the price of silver would continue to 
be high for some years to come, and they thought that the main- 
tenance of the token character of the rupee would be attended 
with risk unless the exchange- value of the rupee was fixed at a 
high figure. They also thought that a high rate of exchange 
would be advantageous, as it would arrest the rising tendency of 
prices and would incidentally cause a saving in Home Charges. 
The Committee did not apprehend that this policy would ad- 
versely affect Indian trade, for they believed that the world 
shortage of raw materials and food-stuffs would enable the 
Indian producer to obtain a satisfactory rupee price in spite of 
the high exchange, while the high cost of production in foreign 
countries would neutralise any advantage that might accrue to 
them from a high exchange rate in sending goods to this country. 
The Committee further recommended that during periods of 
exchange weakness, the Government of India should be author- 
ised to sell Keverse Council Bills.^ 

Sir Dadiba Dalai wrote a Note of Dissent, in which he 
strongly criticised the exchange and currency policy which had 
been pursued by the Secretary of State and the Government 
of India during and after the war. He urged that the ratio 
between the gold sovereign (or mohur) and the rupee should con- 
^ Vide Report of the Babington-Smith Committee, 1920. 
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tinue to be 16 to 1, any attempt to fix the rate at 2s. being in his 
opinion likely to lead to disastrous consequences. He suggested 
that Council Bills should be sold only for Government require- 
ments and not for trade purposes, and that ‘ Reverse Drafts ’ 
should be sold only at Is. 3f -|d., the proceeds of which were to be 
kept apart and utilised only for meeting drafts drawn by the 
Secretary of State. His other chief suggestions related to the 
free and unfettered exportation and importation of gold and 
silver bullion and coins and the coining of gold at the Bombay 
mint. With regard to the monetary standard, he expressed him- 
self in favour of a Gold Standard, and observed : “ India is fairly 
entitled to a system of sound money. The Gold-Exchange 
Standard has failed to provide such a system.” ^ 

The recommendations of the majority of the Babington- 
Smith Committee were accepted by the Secretary of State, 
and Mr. Dalai’s note of warning was ignored. The publication 
of the Report coincided with a keen demand for remittances 
to London, and steps were at once taken to maintain the new 
exchange rate of 2s. gold recommended by the Committee by the 
offer of Reverse Councils at a rate founded on that ratio, allow- 
ance being made for the depreciation of sterling in terms of gold 
as shown by the dollar-sterling exchange. The rates for Reverse 
Councils offered by the Government varied from 2s. 3||d. (ster- 
ling) to 2s. 10||d. (sterling). By the Indian Coinage Amendment 
Act of 1920 the sovereign was made legal tender at Rs. 10. The 
attempt to hold the rate at 2s. gold led to enormous losses to 
the Government of India, and proved unsuccessful. The Govern- 
ment thereupon tried to maintain exchange at 2s. sterling. This 
attempt resulted in a further enormous loss to the Indian Ex- 
chequer. There were strong protests from the Indian public 
against this squandering of the resources of the country. The 
attempt was therefore abandoned from the 28th September, 1920. 

The blunder committed by the Government in hastily accepting 
the recommendations of the Babington-Smith Committee at a 
time when world conditions were quite unsettled involved a loss 
not only to the Indian Exchequer, but ultimately also to the 
mercantile community. It was not long before the tide of ex- 

^ Note of Dissent of Sir Dadiba Dalai to the JReport of the Bahingtm-Smith 
Committee^ 1920. 
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change began to turn. Early in 1921 exchange fell below the 
level of Is. 3d. sterling and Is. gold. The 2s. ratio passed in 
1920 reriiained on the statute-book, but was ineffective for pur- 
poses of tender of gold to the currency office. In January, 1923, 
there was another turn in the tide, and exchange recovered to 
Is. 4d. sterling. Exchange showed a general tendency to move 
upward. In October 1924 it reached the level of Is. 6d. 
sterling, which w-as nearly equivalent to Is. 4d. gold. From 
that time till March 1926 the upward tendency of exchange 
continued. Meanwhile, sterling had been restored to parity 
with gold in England about the middle of 1925, and since then 
the rupee was for a considerable time in the neighbourhood of 
Is. 6d. gold. Economic conditions in the world also became 
more stable. 

A Royal Commission, under the presidency of Mr. Hilton Young, 
was appointed towards the end of 1925 to “ examine and report 
on the Indian exchange and currency system and practice.” ^ 
The Report of this Commission was published in July, 1926. 
After examining the various aspects of the question, the Com- 
' mission came to the conclusion that a Gold -Exchange Standard 
was “ not the best for India under present conditions,” and that, 
“ in order to secure public confidence in India, the currency of 
the country must be linked with gold in a manner that is real and 
conspicuously visible, or in other words, that it is necessary to 
establish a true Gold Standard.” They added, however: “It 
should be understood that this does not necessarily imply a gold 
currency. . . . The essence of the proposal which we })ropose to 
develop is that the ordinary medium of circulation should re- 
main as at present the currency note and the silver rupee, and 
that the stability of the, currency in terms of gold should be 
secured by making the currency directly convertible into gold for 
all purposes, but that gold should not circulate as money. It 
must not circulate at first, and it nee/l not circulate ever.” The 
[main feature of the system recommended by them — the Gold 
Bullion Standard — was that an obligation should be imposed by 
statute on the currency authority to buy and sell gold without 
limit at rates determined with reference to a fixed gold parity of 
the rupee, but in quantities of not less than 400 fine ounces, no 

^ Report of the Royal Commission on Indian Exchange and Currency ^ 1926. 
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limitation being imposed as to the purpose for which the gold 
was required. The fulfilment by the currency authority of this 
obligation would, in the opinion of the Commission, secure the 
stability of the gold value of the rupee and the stability of ex- 
change within the gold points corresponding to the selected 
parity. They recommended that the rupee should be stabilised 
in relation to gold at a rate corresponding to an exchange rate of 
Is. 6d. The necessity of unity of policy in the control of currency 
and credit for the achievement of monetary stability led the 
Commission to urge the establishment of a Reserve Bank. This! 

Bank was to be given the sole right of Note Issue for a period on 
about 25 years. The Notes of the Bank were to be legal tender, 
and guaranteed by the Government. The legal right to obtain 
silver rupees in ex(ihange for Notes was to be withdrawn, and the 
currency authority was to be under a. statutory obligation tc 
convert all Notes, other than one-rupee Notes, on demand intc 
legal tender money, t.e., into Notes of smaller denominations of 
silver rupees at the option of the currency authority. The otliei 
im])ortant recomniendations related to the unification of thi 
Gold Standard and Paper Currency Reserves and to the re-issu^ 
of one-rupee Notes. ^ 1 

Sir Purushottamdas Thakurdas appended a Note of Dissent Sir Puru- 
to the Report, in which he urged, among other things, the estab- 
lishment of a Gold Standard proper and the fixing of the rupee at kurdas’s 
Is. 4d. With regard to the latter proposal, he apprehended thati Note of 
if the rec.ommendation of the majority to stabilise the rupee at* 

Is. 6d. be accepted, India would be faced with a very serious 
disturbance in her economic organisation during the next few 
years, the consequences of which were likely to be disastrous. 

“ Until adjustment is complete,” he said, “ agriculture threatens 
to become unattractive and less remunerative than it is to-day, 
and industries will have to undergo a painful process of adjust- 
ment, unnatural, unwarranted, and unavoidable — an adjustment 
which will be much to their cost, and affect not only their 
stability and their progress, but, in certain cases, their very 
existence. And should nature have in store for India a couple 
of lean years after the four good harvests that we have had, 
during the period of forced adjustment to a rate of Is. 6d., the 
^ Report of the HiUon Young Counmisaion, 1926. 
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steps that the currency authority will have to take to maintain 
exchange at this rate may deplete the gold resources of the 
country to an extent that may seriously shake the confidence of 
her people in the currency system recommended.” ^ 

The main proposals of the Commission were placed before the 
Indian legislature in three Bills. The object of the Currency Bill 
was to give effect to those recommendations of the Hilton Young 
Commission which related to the immediate stabilisation of the 
rupee in relation to gold. The Bill provided for fixing the gold 
value of the rupee at Is. 6d. It laid an obligation upon the 
Government to buy gold bullion when tendered at the rate of 
Bs. 21-3 as. 10 p. per tola of fine gold in the form of bars con- 
taining approximately fifteen fine ounces. An obligation was 
also laid upon the Government to sell at its option either gold 
at the Bombay mint at the above-mentioned rate or gold ex- 
change at an equivalent rate payable in Gold Standard countries 
outside India at the gold points of the accepted gold parity of the 
rupee, provided that no person was to be entitled to demand gold 
of less value than four hundred fine ounces or gold-exchange 
payable in any one country of less than that value. Another 
provision was to remove the legal tender quality of the sovereign 
and the half-sovereign. 

The ratio question gave rise to a great deal of controversy. 
When the Currency Bill came up for discussion before the Legis- 
lative Assembly, Sir Basil Blackett, the then Finance Member, 
expressed the view that the silver rupee had no natural value 
other than the value of the silver bulhon which it contained, 
and that no one ratio for the rupee could possibly be per- 
manently more advantageous for India than another. He de- 
fended the Is. 6d. ratio on the following grounds, viz. (1) that the 
rupee had been fairly steady at this rate for over two years ; (2) 
that the prices had adjusted themselves in a preponderant 
degree to the Is. 6d. ratio ; (3) that the equilibrium of every 
budget in India, central and provincial, would be upset if a 
lower ratio were adopted, entailing the imposition of additional 
taxation all round ; (4) that if the Is. 4d. ratio were adopted, 
a considerable amount of inflation would have to be resorted to ; 

1 Note of Dissent of Sir Purushottamdas Thakurdas to the HepoH of the 
Royal {HiUon Young) Commission on Indian Exchange and Currency, 1926. 
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and (5) that it would mean a curtailment of the real wages of 
labourers, bringing in its wake industrial unrest in the shape of 
strikes and lockouts.^ 

The popular leaders, on the other hand, pointed out (1) thatjArgu- 
the rupee had been fairly steady at the Is. 4d. rate for nearly 
20 years ; (2) that the relative price levels in India and other 
principal countries were very nearly the same at the end of 1926 
as they had been before the war, thus pointing to the conclusion 
that the Is. 4d. rate seemed to approximate closely to the ‘ nat- 
ural * ratio ; (3) that the Is. 6d. ratio had been artificially worked 
up to ; (4) that proper adjustments to the Is. fid. rate had not 
taken place in all directions ; (5) that in the absence of an ad- 
justment, indigenous industries would suffer in competition with 
imported goods ; (6) that as the exports from India exceeded 
the imports, the country as a whole would be a loser by the 
adoption of the higher ratio ; (7) that the effect of the policy 
of discriminating protection recently adopted would be nullified 
to a considerable extent ; (8) that a considerable amount of 
deflation would be needed, which might hamper the development 
of industries owing to a contraction of credit ; (9) that it would 
be difficult to maintain the Is. fid. ratio in view of the likelihood 
of a fall in world gold prices ; (10) that the Gold Standard 
Reserve stood in serious danger of being frittered away in the 
attempt to maintain the ratio at an artificially high level ; and 
(11) that the maintenance of an artificially high ratio would 
imply concealed additional taxation. 

The demonetisation of the sovereign was also objected to by Demonet- 
many of the elected members of the Assemblv, who considered 

, , ' ' . sovereign. 

the provision as a retrograde one and thought it would stand in ‘ 
the way of India ever attaining a Gold Standard with a gol^ 
currency in future. This was also likely to give a fillip to th(| 
hoarding habit among the people, which had been, as a coni 
sequence of the increasing familiarity with the precious metalsj 
on the wane. . 

The Bill, however, was passed by the Legislative Assembly and Bill 
the Council of State in March, 1927. Since that date the ratio 
has been fairly steady at Is. fid. It must, however, be noted that 
deflation has taken place to a substantial extent and that the 
^ Legislative Assembly Debates^ 7th March, 1927. 
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money market has experienced considerable stringency. It is, 
indeed, a sad commentary on Government action that in the 
slack season of May 1928 the Imperial Bank rate rose to 7 per 
cent., and that the Finance Member was compelled to raise a 
sterling loan in England in violation of the pledge he had pre- 
viously given. 

The Gold-Exchange Standard was thus rehabilitated with a 
legal sanction behind it. The external value of the rupee was 
directly linked to gold. Sterling now became merely a con- 
venient medium for securing that connection. If sterling depreci- 
ated in future in terms of gold, the rate of exchange between the 
rupee and sterling would, it was to be expected, no longer remain 
stable, though the rupee would be worth the same amount of 
gold as before. But these intentions were not actually realised, 
as subsequent events showed. 

The years 1927 and 1928 were marked by a comparative 
^stability of economic conditions, both in India and outside. But 
la world- wide economic depression set in towards the end of 1929, 
^agricultural countries being the first to be affected. Its reper- 
cussions began to be felt in India from 1930 onwards, with the 
decline of Indian ex})orts and the consequent shrinkage of her 
favourable balance of trade. It became, therefore, increasingly 
difficult to maintain exchange stability. By the middle of 1931 
the economic situation in Europe became very critical. Foreign- 
ers who had invested in Indian Treasury Bills, i.e., short-term 
obligations of the Government of India, began to withdraw funds. 
The Government of India were then compelled to sell Reverse 
Councils to keep up the rate of exchange. The climax was 
reached when England suspended the Gold Standard on the 21st 
September, 1931 . The Government of India at once suspended the 
iCurrency Act of 1927, and thus severed the link of the rupee with 
jgold. But only three days afterwards, on the 25th September, 
/1931, the rupee was linked to sterling. As sterling was fast 
depreciating in terms of gold at this time, there was the possi- 
bility of speculation in exchange being practised in India. 
Such speculation would have made it impossible to maintain 
stability of exchange between the rupee and sterling. A system 
of exchange control was, therefore, introduced, but it was found 
to be unnecessary, and the control was withdrawn at the end of 
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January 1932. There has, on the whole, been a marked atability 
of exchange between September 1931 and the first few months of 
the year 1938. Thus, India has been made to revert to the 
Sterling-Exchange Standard, in spite of the warnings of the 
Hilton Young Commission. 

The chief explanation of exchange stabihty since 1931 is to be Exchange 
found in the regular exports of huge quantities of gold from India ; 
since September, 1931. We have already noted the decrease in i 
our favourable balance of trade dining the depression. This' 
would have made it impossible to maintain the rate of exchange if 
the decrease in the export of commodities had not been made up 
by the exports of gold. Opinions differ regarding the causes of 
this outflow of gold. One view is that it is both a symptom as 
well as the effect of the depression. It is held that the stagger- 
ing fall in prices and incomes compelled people to release the 
gold which had beem j)iled up in idle hoards during prosperous 
years. Another view finds the explanation in the linking of the Gold 
rupee with sterling which continued to depreciate in terms of exports, 
gold. This continuing depreciation of sterling created and 
maintained a gap between the price of gold in India and its price 
outside. It was only natural that gold should be exported with a 
view to obtaining the higher ])rice to be obtained abroad. Both the 
factors, viz., the ecjonomic distress within the country, as well as 
the exchange factor, seem to have been in operation, though it is 
diflicult to determine which of the two was the more important. 

It is to be remembered that during the last few years, there has 
been a great increase in the demand for gold in the west, 
which has led to a substantial rise in its price. 

A few words ought to be said liere about the coinage. In 1896, Reform of 
a reform of the coinage was undertaken. The ‘ 1835 ’ rupees coinage, 
ceased to be re-issued, and in 1901-2 similar orders were given 
with respect to ‘1840’ rupees. In 1906, bronze coins were 
issued as tokens for small transactions, and they are now^ 
gradually superseding the old copper coins. In 1909, one-anna 
nickel pieces began to be coined ; later on, four-anna and two- 
aima nickel pieces were also coined. 

We come now to a consideration of the Paper Currency system 
of the country. As in other countries, the origin of the Papei Paper 
Currency system in India may be traced back to the bank-notej ^*^**^y* 
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issued in the early days of the East India Company by private 
banks, some of which carried on both mercantile and banking 
business. These Notes were not legal tender, and their issue was 
unregulated by law. The circulation was generally confined to 
the locale of the issuing banks. By 1830 most of the private 
banks ceased to issue Notes. Meanwhile, the three Presidency 
banks of Bengal, Bombay and Madras, were empowered to issue 
Notes in accordance with the regulations of their respective 
charters of incorporation. These charters were replaced by new 
Acts in 1839, 1840, and 1843, which fixed the maximum amount 
of Note Issue for each bank. The authorised maximum issue for 
the three Presidency Banks was Rs. 5 crores in the aggregate. 
A reserve of one-fourth of the amount of Notes issued was to 
be held in specie. The actual amount issued was always much 
less than the maximum permitted, and the circulation was 
practically confined to the Presidency towns. Nevertheless, 
the bank-notes served to familiarise the public with paper money, 
^Ithough they were not legal tender. 

After the Mutiny, the Government considered it desirable to 
take steps to develop the Paper Currency. It was found that the 
amount of coins in circulation had been increasing apace for 
some years past, owing to the increase in the volume of foreign 
trade. It would be very economical for the country if the need 
for more money could be met with Paper Currency. But paper 
currency would not be widely used unless it were made legal 
tender, and before that was done it was desirable to ensure its 
convertibihty into coins. On these grounds, it was considered 
necessary that the Government should undertake the issue of 
Paper Currency directly. Accordingly, by an Act of 1861, the 
, right of Note Issue by private banks and Presidency banks was 
j abolished, and the Government undertook a monopoly of Note 
Issue through a Government department. 

Under the Paper Currency Act, 1905, Paper Currency Notes 
of the following denominations, viz., Rs. 5, Rs. 10, Rs. 50, Rs. 100, 
Rs. 500, Rs. 1000, Rs. 10,000 were issued to the public. They 
were issued without limit in every Paper Currency office against 
rupees or gold. There were eight circles of issue, having their 
headquarters at Calcutta, Cawnpore, Lahore, Bombay, Karachi, 
Madras, Calicut, and Rangoon respectively ; and until 1910, the 
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Notes were legal tender only within the particular circle from 
which they had been issued. The Government were not legally 
bound to cash any Notes outside their circle of issue : but, as a 
matter of fact, they were cashed in any Government Treasury 
(if they were not for very large sums), and also by the Presidency 
banks. The reason for this restriction was that if Notes were 
cashable in all circles the cost of carrying rupees from one part 
of the country to another would fall on the Government, and Sj 
considerable reserve would have to be kept at each centre to meelj 
the demands for cash. 

In 1909, the five-rupee Note, which had previously been made The uni- 
legal tender throughout India, was declared to be legal tender » versaliamg 

« ” . process. 

in Burma. The growing popularity of the universal five-rupee ' 

Note led the Government to further universalise the Paper 
Currency, and in 1910 the ten- and fifty-rupee Notes were made 
universal. The hundred-rupee Note was also declared universal! 
in mu 

The law required that a Paper Currency Eeserve should be Paper 
held against the Notes equal to their full value. Under the Act* 
of 1861 Notes could be issued against the Securities of the Govern- ' 
ment of India to a maximum of 4 crores. The issue of Notes ^ 
against Securities was raised by various Acts, and just before the 
War the Securities stood at 14 crores, of which 4 crores were British 
Government Securities and the remainder Indian Government 
Securities. Till 1898, the whole of the remaining portion of the 
Reserve was held in silver coin in India. But under the Gold 
Note Act of that year the Government of India obtained 
authority to hold any part of the metallic })ortion of the Reserv^ 
in gold coin. An Act of 1900 made it legal to hold part of this 
gold in London. In 1905, the Government was given full power 
to hold the metallic portion of the Reserve or any part of it, at its 
discretion, either in London or in India, or partly in both places, 
and also in gold coin or bullion, or in rupees or silver bullion, 
subject only to the exception that all coined rupees should be 
kept in India. 

The needs of war finance, together with a heavy demand Effect of 
for Council Bills, necessitated a large expansion of Note Issue! 

' The Chamb(?rlain Commission recommended the immediate universalisatioii Position, 
of the 500-rupee Note {Report, p. 26). 
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But; the strengthening of the Reserve was rendered difficult by 
the high price of silver, Avhieh prevented the coinage of fresh 
rupees and the absorption of large quantities in the up-country 
districts. The result was a large increase in the fiduciary issue. 
By various Acts and Ordinances the fiduciary issue was increased 
to 120 crores in 1919 and the percentage of metallic backing to 
the total issue was 44-G as against 78-9 in 1914. The currency 
situation was extremely acute during the first half of 1918, when 
the silver portion of the Reserve diminished to a little more than 
4 crores. The situation was, however, saved by th(‘ acquisition 
of silver from the United States Government under tlu' Pittman 
Act. 

' During the post-war j)eriod the composition of the Pa])er 
(Currency Reserve was regulated by the Act of 1920 as amended 
by the Acts of 1923 and 1925. Under tliese Acts the metallic 
portion of the Reserve should not be less than 50 ))er cent, of the 
Currency Notes in circulation. But as it was found difficult to 
conform to this condition, it was further provided that the 
/Securities should be limited to 85 crores, which amount was 
subsequently increased to 100 crores.^ 

i The Indian system of Note Issue was formerly modelled on 
(that of the Bank of England as regulat(*d by th(‘ Bank Cliarter 
lAct of 1844, and the restrictions were ])rovid(‘d with the object of 
(preventing the abuses attendant on the issue of Notes without 
.the backing of a metallic reserve. The result was that in the busy 
season the money-market became tight and tin* rate of intensst 

* The composition of the Paj)er Currency Keserve on the IJOtli September, 
1926, was as follows : 


Notes in circulation 

R.s. 

- 1,90,44,81,189 

Reserve — Coin and Bullion : 

In India — 

Silver coin - - . . , 

- 94,80,14,207 

Gold coin and bullion > 

22,:n, 9:1,905 

Silver bullion under coinage - 

7,87,00,190 

Total coin and bullion 

- I,25,0r),08,;i02 

Securities (Purchase Price) : 

In India - . . . , 

- 57,40,21,940 

In England - - . - . 

13,99,50,881 

Total Securities - 

71,39,72.827 

Grand Total of Reserve - 

- 1,96,44,81,189 
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rose very high, while in the slack season money was plentiful, 
and the rate of interest dropped. These fluctuations caused great 
inconvenience and uneasiness to trade and commerce. To 
remedy this inelasticity of our currency the Act of 1920 (amended 
in 1923 and 1925) made two new departures in our currency 
practice. In the first place, it provided that 50 per cent, of the 
Paper Currency Reserve might be held in Securities, so that with 
every increase in the metallic currency, the scope for the expan- 
sion of Paper Currency would largely increase, and consequently 
the inelasticity of currency would be gradually remedied to a 
greater and greater extent. In the second place, it provided 
for the issue of additional Paper Currency up to 5 crores 
against bills of exchange or hundis maturing within 90 days, 
to the Imperial Bank of India at a rate of interest not below 
8 per cent. The issue of Currency Notes when the bank rate 
was as high as 8 per cent, involved hardships to the borrow- 
ers, with the result that the Act had to be so amended as to i 
allow a loan of 4 crores when the bank rate was 6 per cent., f 
and thereafter with every rise in the bank rate by one per cent, 
an additional issue of 4 crores would be available up to a maximum 
of 12 crores. This ])ro vision corresponded in some measure with 
the issue of emergency currency by the Bank of England when 
the banks are in need of temporary accommodation owing t6 
stringency in the money-market. The location of a portion of liocation. 
the Reserve in Ijondon formed the subject of adverse critieism| 

As the object of the Reserve was the redemption of Notes in 
India, there seemed to be no valid reason why the whole of it 
should not be held in India. The view that the Paper Currency 
Reserve should be held as a second line of defence for the support 
of exchange (‘ould hardly be regarded as sound. , 

The Hilton Young Commission recommended that the Paper Recent 
Currency Reserve should be amalgamated with the Gold Standardl changes. 
Reserve, and the combined resources should be placed with aj 
Reserve Bank which would take over the management of tha 
currency system from the hands of the Government. These 
recommendations were carried into effect in 1935. The arrange- 
ments made at that time with regard to Paper Currency will be 
described in the next chapter. 

The political and economic connection of India with Great 

M 
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Britain necessitates the remittance of large sums of money 
annually to the Secretary of State for India. These remittances 
constitute what are known as Home Charges. The practice of 
drawing funds from India to meet the Home Charges by means 
of bills of exchange on India was inherited by the India Office 
from the East India Company. The Secretary of State for India 
took the initiative in this remittance business by drawing bills on 
India, and these bills were known as Council Bills. The favour- 
able balance of trade which India normally enjoys made this 
system possible, and, at the same time, economical. The Secre- 
tary of State for India required money in London for disburse- 
ment on behalf of India, and many merchants abroad required 
funds for remittance to India for the purchase of Indian produce. 
When the Secretary of State for India sold Council Bills on the 
Government of India, he received funds in sterling in London, 
while the merchants obtained funds in rupees in India. Thus the 
system obviated the necessity for the double shipment of bullion 
between the two countries. ‘ Telegraphic Transfers ’ were sold 
at slightly higher rates to those merchants who wanted to avoid 
the delay of sixteen or seventeen days which the Council Bills 
took to reach India. ^ 

Up to 1905, the sale of Council Bills was limited to the require- 
ments of the Secretary of State for India. But the experience 
gained from the working of the Gold-Exchange Standard showed 
that the sale of Council Bills could not be limited to the amount 
of Home Charges alone. From 1905 the Secretary of State for 
India began to sell Council Bills to meet the demands of trade by 
a standing offer of bills within specie points. This system assumed 
considerable importance in the financial machinery of India, and 
the financing of India’s export trade practically hinged upon the 
sale of Council Bills. It was in practice the only method by 
which additional currency could be supplied to the market 
whenever there was stringency. 

It is clear that in a normal year, with a favourable balance of 
trade, the rate of exchange could be prevented from rising be- 

1 The price charged for Telegraphic Transfers was ordinarily Jd. higher than 
that charged for Council Bills; but when the Calcutta or Bombay bank rate 
exceeded 8 per cent., the Secretary of State charged iVd. more than the price 
of Bills. 
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yond Is. 4d. by selling as many Council Bills as necessary. When 
the exchange began to fall during the crisis of 1907-08, the system 
was modified to suit the situation. There was no demand for Reverse 
Council Bills in London, as the balance of trade was adverse. Councils. 
On the contrary, there was a keen demand for remittance of 
funds from India to England. The absence of facilities for such 
remittance had led to a fall in the rate of exchange. The 
Government of India, therefore, took to the selling of ' Reverse 
Council Bills’, drawn on the Secretary of State, at the official 
rate of exchange. These were cashed out of the Gold Standard 
Reserve in London, and they served to keep the rate of exchange 
stable. 

During the last European War, the sale of Council Bills was War and 
the subject of much adverse criticism. The control of exchange post-war 
was accompanied by secrecy and by the sale of Councils to P^***®^*®- 
‘ approved parties ’. The merchants were absolutely at the 
mercy of the Secretary of State for India for the remittance of 
funds to India, as the alternative of gold exports from European 
countries was non-existent. The rise in the price of silver dis- 
organised the exchange market, and the rate had to be varied in 
accordance with the sterling price of silver. After September 
1920, the Government abandoned the attempt to regulate the 
rate of exchange. 

The remittance operations of the Government have always l^resent 
exerted an important influence upon the exchange rate. It has system, 
recently been realised that the rate of exchange could be regu- 
lated far more efficiently from India than from London. This 
has led to a discontinuance of the sale of Council Bills, and to 
the adoption of the method of remittance by the purchase of 
sterling in the open market in India. The purchase is effected by 
public tender. The remittance business has now been handed 
over to the Reserve Bank. 
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CREDIT 

Credit is an indispensable factor in business. In the towns 
there are Indian bankers or shrojfs who generally do banking 
business on a small scale. They finance nearly the whole of the 
internal trade of India, but they rarely, if ever, discount Pluropean 
paper and never purchase foreign or sterling bills. They do, 
sometimes, lend money on Government paper or similar securities, 
but the bulk of their business consists in the discounting of 
traders’ hundis and in advances to cultivators. In the villages, 
as we have seen, the maluijan lends money to the agriculturists 
and other people in the neighbourhood. The petty mahajan 
knows the affairs of his constituents intimately, and the possession 
of this local knowledge gives him a great advantage over a big 
banking concern. Loans are taken by means of hand-notes 
(khuts) or by the pawning of jewellery, or, as is sometimes the 
case, by mortgages of property. The aggregate of the trans- 
actions of the mahajan and shroffs amounts to an enormous sum. 

In no advanced country in the world are banking facilities so 
inadequate as in India. It has been pointed out that India, with 
a population of over 350 millions, has only about a thousand 
banking offices. England and Wales, with a population of 40 
millions, have over 10,000 banking offices ; and Canada, with a 
population of a little more than 10 millions, has nearly 4,000 
branches of banks. Japan, whose population is 64 millions, has 
over 4,000 banking offices.^ It is thus evident how inadequately 
developed are banking facilities in India, with the result that the 
“ financial power of India is insufficiently mobilised.” 

There is, however, a greater variety in the Indian banking 

^ The figures for England and Wales as well as for Japan relate to the year 
1935, while those for Canada relate to the year 1932. 
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system than is to be found in most other countries. At the apex 
is the Reserve Bank of India, constituted in 1935, which is the 
Central Bank of the country, having a monopoly of Note Issue. 
Next comes the Imperial Bank, constituted in 1920, which was, 
till 1935, a quasi-Central Bank, and which, by virtue of its pre- 
dominance and special position, stands in a class by itself. Then 
there are the Exchange Banks, all of which are foreign conceriLS, 
engaged principally in financing the external trade of the country. 
The Indian Joint-Stock Banks, the proper development of which 
constitutes the chief })roblem in Indian banking, form still 
another class. It would be convenient to discuss them in the 
order enumerated above. 

The establishment of the Reserve Bank marks the culmination 
of a long period of development. Pro{)Osals for an institution 
similar to a Central Bank were submitted as early as 1836 to the 
Directors of the East India Company by a number of English 
merchants. Similar proposals were considered again in 1860, 
when Government were contemplating the taking o\'er of the 
Note Issue from the Presidency Banks, and again in 1867, when 
the Bank of Bombay went into liquidation. A similar proposal 
for a State Bank was made by one of the members of the Fowler 
Committee of 1898. But none of these proposals could materi- 
alise owing to the opposition of the Government. The Chamber- 
lain Commission referred to the question of a Central Bank, but 
did not commit themselves either way. A carefully drawn-up 
scheme for a State Bank was, however, submitted by Mr. J. M. 
Keynes and Sir E. Cable, both of whom were members of the 
Commission. When the Imperial Bank w’as founded in 1920, it 
served to a certain extent to remove the difficulties arising out 
of the absence of a Central Bank. But it was felt in many quar- 
ters that it was no substitute for a Central Bank proper. 

The Report of the Hilton Young Commission brought matters 
to a head. This Commission expressed the view that the necessity 
of unity of policy in the control of currency and credit for the 
achievement of monetary stability involved the estabhshment of 
a Central Banking system. They recommended that the Central 
Banking functions should be entrusted to a new organisation, 
to be called the Reserve Bank of India, and outhned the con- 
stitution, functions, and capacities of this bank. The Commission 
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rejected the idea of a State Bank, on the ground that such a bank 
wQuld be susceptible to undesirable political influences, and they 
recommended the establishment of a Shareholders’ Bank. 

These recommendations were embodied in a Bill which was 
placed before the Indian Legislative Assembly in January, 1927. 
A great deal of difference of opinion was expressed on the main 
provisions of the Bill. The Select Committee, to which the Bill 
was referred, altered some of its important provisions. That 
body decided that the Reserve Bank should be a State Bank. 
The composition of the Board of Management was substantially 
altered, and the disqualification sought to be attached to mem- 
bership of legislatures was removed. The Bill as amended in 
the Select Committee was placed before the Legislative Assem- 
bly, and an animated discussion took place on the amend- 
ments. At this stage, a proposal was made on behalf of the 
Government to convert the proposed bank into a Stockholders’ 
Bank. But the further progress of the measure was suspended 
under the direction of the Secretary of State for India. The 
Finance Member paid a hurried visit to England to consult the 
authorities there, and on his return to India he placed before 
the Legislative Assembly a fresh Bill on the lines of the original 
measure with a few modifications in detail. The discussion of the 
new Bill was, however, disallowed by the President on the ground 
that the previous Bill was already under the consideration of the 
Assembly. The old Bill was then taken up by the Government, 
but they were defeated in the voting on one of its clauses. It 
was, therefore, dropped in February, 1928, and the whole question 
was postponed sine die. 

At this stage, the problem was approached from a new angle 
by the Government in connection with the proposed constitu- 
tional changes. In their Despatch on the proposals of the Simon 
Commission, dated 20th September, 1930, they argued that the 
formation of the Central Bank on approved lines must precede 
the transfer of financial responsibility to a minister responsible 
to the Indian Legislature. The Federal Structure Sub-Committee 
of the First Round-Table Conference in their Report, dated the 
13th January, 1931, endorsed this opinion, and “ with a view to 
ensuring confidence in the management of Indian credit and 
currency ” recommended that “ efforts should be made to estab- 
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lish on sure foundations and free from any political influence, as 
early as may be found possible, a Reserve Bank which will be 
entrusted with the management of the currency and exchange.” 
Meanwhile, the Indian Central Banking Enquiry Committee, in 
their Report published in June 1931, strongly urged the forma- 
tion of a Central Bank at the earliest possible date, with a view 
to the development of banking in the country. The constitu- 
tional proposals embodied in the ‘ White Paper ’ of 1933 assumed 
the establishment of a Reserve Bank prior to the inauguration of 
the new Constitution. Accordingly, a Committee, presided over 
by the Secretary of State, and consisting of 23 members, a num- 
ber of whom were Indians, met in London in July 1933 with the 
purpose of drafting the Reserve Bank Bill. Based on their 
Report, a Bill was introduced in the Indian Legislature in Septem- 
ber 1933, and p«assed by both Houses in February 1934. It 
received the assent of tlie Governor-General on the 6th March, 
1934, as the Reserve Bank of India Act, 1934. In accordance 
with the provisions of the Act, the Reserve Bank was inaugurated 
on the 1st April, 1935. 

The Reserve Bank is a shareholders’ bank, the original capital 
being Rs. 5 crores, divided into shares of Rs. 100 each, fully 
paid-up. The capital may l)e increased or decreased with the 
sanction of the Government, and with the approval of tlie Central 
Legislature. Separate registers of shareholders are maintained at 
Bombay, Calcutta, Delhi, Madras, and Rangoon, shares being 
transferable from one register to another.^ Each shareholder 
has one vote for every five shares held, subject to a maximum of 
ten votes. 

The Bank has offices in Bombay, Calcutta, Delhi, Madras, 

^ A separate issue of shares in each of the areas served by these registers was 
made at the time of the establishment of the Bank, different amounts of shares 
being assigned to each register in accordance with the Act. Shares of the 
nominal value of Rs. 2,20,000 are reserved for and held by Government for 
disposal at par to Directors seeking to obtain the minimum share qualihcations. 

A shareholder must be (o) domiciled in India, and either an Indian subject 
of His Majesty or a subject of an Indian state, or (b) a British subject ordinarily 
resident in India and domiciled in the United Kingdom, or in any part of His 
Majesty’s Dominions the government of w'hich does not discriminate in any 
way against Indiana, or (c), (i) a company or a co-operative society registered 
in India, or (ii) a ‘ scheduled bank ’, or (iii) a company incorporated under an 
Act of Parliament or under laws in force in any part of His Majesty’s Dominions 
the government of which does not discriminate in any way against Indians. 
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Rangoon, and London, and may establish branches or agencies 
in any other place in India, or, with the previous sanction of the 
Governor-General, elsewhere. 

The Bank is managed by a Central Board of sixteen Directors, 
constituted as follows : (a) A Governor and two Deputy Gover- 
nors appointed for a maximum period of five years each by the 
Governor-General in Council after considering recommendations 
made by the Board ; (h) four Directors appointed for five years 
each by the Governor-General in Council ; (c) eight Directors, 
elected by the shareholders on the various registers, who hold 
office for five years each ^ ; and (d) one Government official 
nominated by, and holding office during the pleasure of, the 
Governor-General in Council. Besides, there is a Local Board 
for each of the five areas. A Local Board consists of not more 
than eight members, five of whom are elected by the shareholders 
on the register for that area, while the remaining members are 
nominated by the Central Board with a view to securing the 
representation of territorial or economic interests, particularly 
agricultural interests, which might not otherwise be duly repre- 
sented. It is the five elected members of the Local Board who 
are to elect from amongst themselves the Directors for repre- 
senting their area on the Central Board. The function of the 
Local Boards is to advise the Central Board on matters referred 
to them, and to perform such duties as are delegated to them 
by it. 

The functions of the Reserve Bank may conveniently be studied 
under three heads, viz., as banker to the Government, as the 
currency authority of the country, and as the bankers’ bank. 
As the Government’s banker, the Reserve Bank accepts moneys 
and makes payments on behalf of the Government, and carries 
on their exchange, remittance, and other banking operations, 
including the management of the public debt and the issue of 


^ Two Directors are elected for each of the three registers in Bornl)ay, Calcutta, 
and I>clhi respectively, and one Director is elected for each of the two registers 
in Madras and Rangoon respectively. A Director of the Central Board or a 
member of a Local Board must not be (a) a salaried Government official or a 
salaried official of an Indian state, or (b) a member of either the Central 
Legislatures or of any of the Provincial Legislatures, or (r) an employee of any 
bank, or {d) a director of any bank other than a co-operative bank, or (e) an 
insolvent person, or (/) a person of unsound mind. 
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new loans. An agreement was entered into in 1935 by the 
Bank with the Secretary of State for India, defining the terms 
and conditions under which these services are performed. Be- 
sides, the Bank is entitled to receive the cash balances of the 
Government for deposit free of interest at places where the Bank 
has no branches or agencies. Since the 1st April, 1937, the 
Provincial Governments have opened separate banking accounts 
with the Reserve Bank. The separation of Burma from British 
India led to the conclusion of a separate agreement between 
the Reserve Bank and the Burma Government on the lines of 
the Agreement with the Secretary of State for India. The 
Reserve Bank continues to be responsible for the management 
of the currency and credit of Burma, and bank-notes of a special 
design for circulation in Burma are now issued by this Bank. 

As currency authority, the Bank has a monoj)oly of Note Issue, 
and it is under an obligation to buy and sell sterling with a view to 
maintaining the exchange value of the rupee in terms of sterling 
at Is. Gd. For purposes of Note Issue, an Issue Department, 
separate from the General or Banking Department, has been 
created. This Department has taken over all the gold held 
formerly in the Gold Standard and Paper Currency Reserves, 
together with a part of the other assets, such that the gold and 
the assets, taken together, are equal in value to the total of the 
Government Notes in circulation at the time of the transfer. 
Liability for these Government Notes has also been undertaken by 
the Issue Department. Both the Gold Standard Reserve and the 
Paper Currency Reserve have thus been abolished, and their 
resources concentrated. 

The liabilities of the Issue Department consist in the total of 
the Notes in circulation, including the old Government Notes in 
circulation, as also the Notes held in the Banking Department. 
The assets must not fall below the total of the liabilities in value, 
and they consist of (a) not less than two-fifths in gold coin, gold 
bullion, or sterling securities, provided that the amount of gold 
coin and gold bullion (which are valued at 8-47512 grains of fine 
gold per rupee) shall not at any time be less than Rs. 40 crores in 
value, and that not less than JJths of the gold coin and bullion 
shall be held in British India ; and (6) rupee coin, Government of 
India rupee securities, and such bills of exchange and promissory 
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notes payable in British India as the Bank is empowered to deal 
in by the Reserve Bank of India Act, provided that the amount 
of rupee securities held must not exceed one-fourth of the total 
amount of the assets, or 50 crores of rupees, whichever amount 
is greater, or, with the previous sanction of the Governor-General 
in Council, such amount flus a sum of 10 crores of rupees. 

Thus the Note Issue is to be made according to the proportional 
reserve system, and not the fiduciary reserve system, as hereto - 
fore. But the proportions fixed in the Act are not rigid, for it is 
provided that less than two-fifths of the assets may be held in 
gold coin, gold bullion, and sterling securities, with the previous 
sanction of the Governor-General in Council, for specified periods. 
But in such cases the Bank is to pay a graduated tax of 6 per 
cent, and above on the deficiency for the period during which 
such deficiency occurs. 

The bank-notes are legal tender and are guaranteed by the 
Governor-General in Council. They were first issued to the 
public in January, 1938. 

As regards the purchase and sale of sterling for maintaining 
exchange, these are not to be made for amounts of less than 
£10,000 in any instance. The Act recognises exchange stability 
to be a temporary arrangement, leaving the question of the 
best monetary standard to be considered when international 
monetary conditions become more stable. 

As the bankers’ bank, or the Central Bank of the country, the 
position of the Reserve Bank is regulated by a number of pro- 
visions in the Act. Thus the kinds of business that the Bank 
may transact are specified. These include the rediscounting of 
internal bills of exchange maturing within 90 days, and of agri- 
cultural bills maturing within 9 months. There is, besides, 
provision for ‘ open market operatioas ’, when, in the opinion of 
the Bank, a special occasion for such operations arises. The 
Bank is prohibited, among other things, from competing with 
ordinary banks by engaging in trade, or otherwise taking a direct 
interest in any commercial or industrial undertaking, and from 
dealing in immovable property. These provisions, which aim at 
keeping the Bank out of speculative transactions, are reinforced 
by a statutory limitation on the profits annually payable to the 
shareholders. The maximum rate of profits allowed under the 
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Act is a cumulative dividend of 5 per cent, per annum on the 
share capital of the Bank, plus an additional rate, depending on 
the surplus, which works out to a maximum of about 1 per cent. 
Any surplus remaining after the payment of dividends to share- 
holders are to be paid by the Bank to the Governor-General in 
Council. By this arrangement the Government secures a sort 
of indirect return for the assets transferred to the Reserve Bank 
from the Gold Standard and Paper Currency Reserves. 

The solvency and safety of the Bank are finally assured by the 
institution of the Reserve Fund, which has been created by the 
transference to the Bank of Rupee Securities of the value of 
five crores of rupees by the Governor-General in Council. Should 
the capital of the Bank be increased in future, the Reserve Fund 
must be increased by an equivalent amount out of the Bank’s 
own resources. 

As against the restrictions imposed on the Reserve Bank’s 
activities by the Act, certain privileges have been granted to the 
Bank, such as tlie exemi)tion of the Bank from the payment of 
income-tax or super-tax on its income and profits. Another 
privilege, essential to its functioning as a Central Bank, consists 
in its being entitled to hold the cash reserves of the more im- 
portant banks of the country, which are designated as ‘ scheduled 
banks ’ in the Reserve Bank Act. The ‘ scheduled banks ' include 
the Imperial Bank, the chief Joint-Stock Banks, the Exchange 
Banks, and their relations with the Reserve Bank will be studied 
later. 

A special feature of the Reserve Bank is the Agricultural Credit 
Department, which studies questions of agricultural credit and 
attempts to co-ordinate the operations of the Bank in this direc- 
tion as well as its relations with the indigenous banking concerns 
and the provincial co-operative banks. 

The wide range of the functions and responsibilities of the 
Reserve Bank necessitates a considerable measure of govern- 
mental control over the Bank, notwithstanding the fact that it is 
not a Government institution. Thus, as we have already seen, 
out of sixteen Directors of the Central Board, seven, including 
the Governor and the two Deputy Governors, are nominated 
by the Governor-General, while one other Director is a govern- 
ment officer. The Reserve Bank Act was modified by sections 
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152 and 153 of the Government of India Act, 1.935. Under these 
sections, no Bill affecting the constitution or functions of the 
Keserve Bank may be introduced in the Federal Legislature 
without the previous sanction of the Governor-General, and the 
power of appointing, nominating, and removing from office the 
Governor, Dej)uty Governors, and Directors of the Central Board 
is vested in the Governor-General himself. 

Imperial The Keserve Bank was designed to tak(^ advantage of the 
ag^t of^ experience and of the large organisation of the Imperial Bank, 
the and, accordingly, it has entered into an agreement with the 

Reserve latter under conditions specified in the Act. 

ThePre Imperial Bank was formed by the amalgamation of the 

sidency Presidency Banks. The Presidency Ihink of Bengal was estab- 
Banks. lished ill 1806, that of Bombay in 1840, and the Bank of Madras 
in 1843. They were originally semi-Government institutions. 
At one time they enjoyed the privilege of issuing bank-notes, 
which privilege was withdrawn by the Act of 1861. 

The The constitution and management of the Imperial Bank are 

regulated by Imperial Bank Act of 1920, as amended in 1934. 
This Act prescribes the kind of business which it can undertake. 
The control of the Imperial Bank is entrusted to a Central Board 
of Directors, with Local Boards at Calcutta, Bombay, and Madras, 
and such other places as the Central Board may determine. The 
Central Board consists of (a) the President, tiie vice -Presidents 
and the Secretaries of the Local Boards, (6) one person elected 
from amongst the members by each Local Board, (c) a Managing 
Director and a Deputy Managing Director appointed by the 
Central Board, and (d) not more than two non-officials nomin- 
ated by the Central Government. 

The principal restrictions placed at present on the business of 
the Imperial Bank are as follow's : In the first place, it is not 
permitted to make any loan or advance, (a) for a period longer 
than six months, except in a few stated cases ; (b) upon the 
security of its own stock or shares ; (c) upon mortgage or security 
of immovable property generally. Secondly, the amount wliich 
may be advanced to any individual or partnership concern is 
limited. Thirdly, discounts or advances cannot be made on 
personal security, unless there is the individual responsibility of 
at least two persons or firms, not in general partnership with each 
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other. Fourthly, discounts or advances cannot be made against 
any security not being a security in which a trustee may invest 
trust money under the Indian Trusts Act, 1882. 

The agreement between the Reserve Bank of India and the 
Imperial Bank is for a period of fifteen years and thereafter, until 
terminated after five years’ notice on either side. According to 
this arrangement, the Imperial Bank is the sole agent of the 
Reserve Bank at all places in British India where the former had 
a branch at the time of the inauguration of the Reserve Bank, 
and where there is no branch of the Banking Department of the 
Reserve Bank. The Imperial Bank is not permitted, without 
the sanction of the Reserve Bank, to open any branch in substi- 
tution for a branch existing at tin? time when the Agreement 
came into operation. In consideration of the agency services 
performed by it, the Imperial Bank receives from the Reserve 
Bank of India a certain sum depending, during the first ten years 
of the Agreement, on the volume of business transacted by it on 
behalf of the Reserve Bank, and, during the next five years and 
afterwards, on the actual cost incurred for that purpose. In 
addition, it receives certain stated sums for maintaining at le^st 
as many branches as it had at the time of the inception of the 
Reserve Bank. 

The extent and growth of business of the Imperial Bank in 
recent years may be seen from the following figures : 

:ust Dec., 1921 tUst Dec., 1935 
(in lakhs of rupees) (in lakhs of rupees) 


Paid-up capital 

5,62 

5,62 

Reserve and rest - 

4,15 

5,76 

Public deposits 

6,80 

] 

Other deposits 

- 65,78 

79,09 

Cash balance 

13,60 

19,59 


The proportion of cash to deposits was 25 per cent, in 1935. 

The Imperial Bank of India had 163 branches in 1935 in 
different parts of the country. These are under the direct control 
of the local head offices, and their funds are included in those of 
the head offices. 

Next in importance to the Imperial Bank of India are the 
Exchange Banlvs, which arc concerned mainly with the larger 

^ Public (lepORits are now kept with the ReR(*rve Bank. 
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operations of commerce, and one of the most important of their 
functions is to finance the export trade. They buy and sell bills 
of exchange in the Indian as well as in the foreign markets. 
Some of them have offices in different parts of the world. The 
shareholders of these banks are mostly Europeans, but Indians 
deposit their moneys with them, on which they get interest at low 
rates. The most important of such banks are the Chartered Bank, 
the National Bank of India, the Mercantile Bank, Lloyds Bank, 
the National Bank of South Africa, and the Eastern Bank. 
Some of the other larger Asiatic banking institutions also, such 
as the Hong-Kong and Shanghai Corporation, the Yokohama 
Specie Bank, the Sumitomo Bank, the International Banking 
Corporation, and the Bank of Taiwan, do some amount of 
Indian business. The total number of Exchange Banks doing 
business in India was 17 in 1935. Their aggregate capital and 
reserves amounted to £137 millions, while their deposits and cash 
balances in India were £57 millions and £9 millions respectively. 

The Indian Joint-Stock Banlcs do their business with relatively 
small amounts of capital. Some of them are under European 
supervision, but most of them are managed by Indians them- 
selves. There has been a considerable increase in their number in 
recent years, and the total amount of their business has also 
expanded a great deal. At present their business is mainly con- 
fined to the financing of the internal trade of the country ; but it 
is to be hoped that they will extend their operations to foreign 
exchange, and thus take advantage of foreign capital. The 
number of banking concerns in the country is quite large. But 
in 1935, only 38 banks had a paid-up capital and reserves of over 
Rs. 5 lakhs each. The aggregate paid-up capital and reserves of 
these banks amounted to Rs. 13*20 crores, the deposits to Rs. 
84*45 crores, and cash balances to Rs. 19‘12 crores. 

The position of Indian Joint-Stock Banks has been affected 
to a great extent by the amendment of the Indian Companies 
Act. This amended Act came into operation in January, 1937. 
The Act attempts to define banking, and to segregate banking 
from other commercial operations. It recognises the special 
status of the ‘ scheduled banks ' and exempts them from certain 
measures of control imposed under this Act on other banks, on 
the ground that the scheduled banks may be left to the general 
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supervision of the Reserve Bank. “ These provisions embody 
original features for which there does not seem to be, so far as is 
known, an exact parallel in other countries, but they appear to 
be justified by the special nature of the conditions prevailing in 
India, and it is hoped that they will lead to the development of 
scheduled banks working on modern and scientific lines.’’ ^ 

The ‘ scheduled banks,’ referred to above, are so called owing 
to the fact that the Reserve Bank Act contains a schedule giving 
the names of the banks w’hich are directed to maintain balances 
with the Reserve Bank. This schedule gives a fist of 50 banks, 
and the Act empowers the Governor-General to include in the 
schedule any other bank having a paid-up capital and reserves 
of at least 5 lakhs of rupees in the aggregate. Any scheduled 
bank, the aggregate value of whose paid-up capital and reserves 
falls below 5 lakhs of rupees, shall be excluded from the schedule. 
The number of scheduled banks rose from 50 to 54 during the 
year 1937-38. 

Each scheduled bank is required by the Reserve Bank Act to 
maintain with the Reserve Bank a balance amounting to at least 
5 per cent, of its demand liabihties, and 2 per cent, of its time 
liabilities (t.e., fixed deposits) in India. It has to submit a weekly 
return to the Reserve Bank, giving a clear statement of its 
affairs in a prescribed manner. Failure to submit the weekly 
return entails the payment of a penalty of 100 rupees for each 
day during which the failure continues. Further, should the 
balances of a scheduled bank kept with the Reserve Bank fall 
below the prescribed minimum, a heavy fine is to be paid by it 
to the Reserve Bank in the form of penal interest on the amount 
of the deficiency. 

These regulations were considered necessary in order to ensure 
the solvency of the scheduled banks, because a number of bank 
failures in the past had severely checked the growth of Indian 
banking. In 1935, there were 51 cases of bank failure in the 
whole of India.® 
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* Second Annual lieport of the Ileserve Bank of India. 

^ During the last quarter of a century, the number of bank failures in the 
country was quite large. The crash came with the failure of the People’s Bank 
in the Punjab, with its 72 branches in the different parts of the country and its 
crore and a quarter of deposits. Next failed the Credit Bank of India, and the 
Indian Specie Bank too— the only jmrely Indian Bank which had a branch in 
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It will, however, be a misfortune if these failures produce the 
effect of permanently hindering the growth of Indian banking. 
“ Credit,” as the American jurist-statesman, Daniel Webster, 
put it, “ has done more, a thousand times, to enrich nations than 
all the mines of all the world ” ; and, in the words of the eminent 
economist, McLeod, “it is by the cautious and gradual extension 
of Banking, and the development of Banking habits among the 
people that the future progress of India in wealth and prosperity 
is to be promoted.” ^ 

There has been a progressive increase in bank deposits during 
the last decade, the temporary set-back in 1931 having been due 
to the economic depression. The total deposits of all Banks in 
India amounted to Rs. 274 crores in 1935. The respective shares 
in the total deposits in 1935 were : Reserve Bank of India, 13 per 
cent. ; Imperial Bank of India, 28 per cent. ; Exchange Banks, 
27 per cent. ; Indian Joint-Stock Banks, 32 per cent. 

Cash balances at the end of 1935 were 25 per cent, on the 
liabilities on deposits in the case of the Imperial Bank of India ; 
16 per cent, in the case of Exchange Banks. The percentage for 
Indian Joint-Stock Banks was 23 in the case of those having 
capital and reserve of Rs. 5 lakhs and over, and 16 in the case of 
those with smaller capital. 

The Government itself is also a great banker. It holds in 
deposit moneys from the people in its Post Offices and pays 
interest on them. The total amount of deposits in the Post 
Office Savings Bank was on 31st March, 1936, over 67 crores of 


London — was unable to weather the storm. These were followed by thirteen 
other failures. Various causes contributed to bring about the crisis. The 
management of some of the banks was in the hands of men who had very little 
experience of this kind of business, and they often embarked on speculative 
ventures of a dangerous character. In some cases the banks had high-sounding 
titles, but their paid-up capital was very small ; they lent money on insufficient 
security ; and the proportion of their cash reserves to their liabilities was 
exceedingly small. A further cause was the lack of support from well-established 
banks at a time of stress. The failure of the Alliance Bank of Simla, one of the 
greatest joint-stock banks in India, in 1923, was due to too large sums having 
been advanced to Messrs. Boulton Brothers of London, who had indulged in 
highly speculative ventures. The failures brought misery to large numbers of 
poor men and women ; and future bankers will do well to learn from the experi- 
ence of the past and avoid mistakes such as those which led to the crises in the 
past. 

' H. I>. McLeod, Indian Currency ^ p. .53. 
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rupees. No special balances are held by the Government against 
these deposits, they being regarded as part of the Unfunded Debt. 
The Government also advances loans to cultivators for agri- 
cultural improvements and the purchase of land, cattle, etc. 
This is done on a large scale in times of famine and scarcity. The 
Co-operative Credit Societies are institutions similar in object, 
though not in scope and organisation, to the Agricultural Banks 
of Europe. 

A banker utilises his capital and a considerable proportion of 
his deposits in making advances. Such advances are generally 
made either by means of an overdraft or a definite loan against 
security, personal or otherwise, or on a cash credit bond providing 
for a fluctuating balance within a certain definite amount. 
Besides, banks invest in the discounting of commercial bills and in 
loans to stockbrokers and others against Negotiable Securities. 
Loans made on mortgage or against securities form the chief 
business of the Indian Joint-Stock Banks. Loans against the 
personal credit of the borrower only, form one of the important 
classes of advances given by commercial banks in western 
countries, but they are relatively unimportant in India. The 
reason for this difference in practice is to be found, according to 
the Indian Central Banking Enquiry Committee, in the following 
factors : a tradition established by the Presidency Banks, and 
later followed by the Imperial Bank, because of the restrictions 
imposed upon their operations ; the absence of touch and the 
consequent lack of knowledge between borrowers and lenders in 
the principal money-market centres in India ; the absence of the 
policy of ‘ one man, one bank ’ which obtains in western countries ; 
the prevalence of the managing agency system in India ; and 
the absence of agencies for supplying information about the 
financial standing of borrowers. 

The instruments of credit in India are governed by the Negoti- 
able Instruments Act. A Negotiable Instrument means a 
promissory note, bill of exchange, or cheque. A promissory note 
is a written unconditional promise made by one person to pay 
another a certain sum of money. A bill of exchange is defined as 
an instrument in writing containing an unconditional order, 
signed by the maker, directing a certain person to pay a certain 
sum of money to, or to the order of, a certain person or to the 
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bearer of the instrument. A cheque is a bill of exchange drawn on a 
banker and payable on demand. Negotiable instruments may be 
either inland or foreign. Those drawn or mad(i in British India and 
made payable in, or drawn upon, any person resident therein, are 
called inland instruments ; those not falling wdthin this definition 
are foreign instruments. Besides these, some other instruments, 
passing from hand to hand by delivery, have by the custom of 
trade acquired a quasi-negotiable character. 

Bank rate. The bank rate is the standard rate at which the Reserve Bank 

is prepared to buy or rediscount bills of exchange or other com- 
mercial paper eligible for purchase under the Reserve Bank Act. 
The annual average of these rates for the years 1935 and 1936 
were 3-46 per cent, and 3-00 per cent. respe(;tively.^ The bank 
rate varies from day to day and from month to month. During 
some months of the year the rate is very high in India — some- 
times rising to over 8 per cent. Such high rate, however, prevails 
only for a short period, namely, the winter months, when the 
exporters need money for purchasing agricultural products. The 
bank rate in India does not exercise the same influence over 
the other rates in the money-market. The more important of 
these rates are the call money rate charged for very short-period 

^ The averages of the Imperial Bank rates during the ten years })reviouH to 
the establisliment of the Reserve Bank were as follows : 11)25, r)-04 per cent. ; 
1926,517; 1927,5-73; 1928,6-20; 1929,6-33; 1930,5-89; 1931,7-04; 
1932,6-03; 1933,3-56; 1934,3-50. 

The following observations made in the League of Nations Report on “ Money 
and Banking, 1936-37,” are interesting : “ The state of the London eapital 
market exercises an appreciable influence on the course of interest rates in 
India, as there is an active market in India for sterling as well as ruj)ee Govern- 
ment securities and as the yields on the latter do not normally diverge very 
far from those on the former, wdiich are mainly determiiKul in London. Another 
influential factor in the decline of interest rates in India w'as the large-B(;ale 
dishoarding of gold by the present population which followed the depreciation 
of the rupee after the autumn of 1931 and w hich increased the cash liquidity 
of the banking system. As in the case of China, the cheapness of money in 
the main financial centres, Calcutta and Bombay, contrasted sharply with the 
continued scarcity of capital in the interior, partly due to inadequate machinery 
for the diffusion of modern credit facilities. 

“ Even in Calcutta, the ‘ bazaar ’ rate — the rate of discount on bills of small 
traders — did not fall below 6 per cent, in the period under review. Nevertheless, 
the low level of interest rates in India has probably been an important factor in 
the rise of industrial development, building activity, and public utility invest- 
ments in the country in recent years.” Money and Banking (League of 
Nations), 1936-37, p. 94. 
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loans, repayable at the option of either the lender or the bor- 
rower, the deposit rate charged by the joint-stock banks, and 
the bazaar rate charged by indigenous bankers for small traders’ 
bills.i 

^ These problems will be discussed more fully in Part II of the book. 
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Consumption is the aim and object of production. We cannot 
think of the production of wealth without having in mind the 
end for which it is produced. The connection between produc- 
tion and consumption is thus seen to be very intimate. This 
intimate relation is also perceived in another way. Production 
is made possible only by consumption, on which, therefore, the 
quality and quantity of production must necessarily depend to a 
large extent. 

Consumption of commodities is determined by the standard 
of life which a particular person fixes for himself at any given 
period of time, or rather which is fixed for him by his circum- 
stances. This standard of life not only differs among individuals, 
but from class to class, and according to differences of occupation. 
In countries like England and the United States, these differences 
are very great ; but so far as the elementary facts are concerned, 
the standard is very much the same for all classes. In India, on 
the other hand, considerable differences are found in regard to 
even the most elementary facts of life. 

The standard of life, again, differs not only in degree, but in 
kind. The consumption of some commodities, for instance, may 
give physical comfort, but may be detrimental to moral well- 
being. It would be a narrow view of Economics to confine the 
standard within the limits of physicalneeds. From our standpoint, 
it would be more desirable to take the term to include higher 
ends as well. We will follow Marshall, who says : “ Let us 
take the term the Standard of Life to mean the Standard of 
Activities and Wants. Thus an increase in the Standard of Life 
implies an increase of intelligence, energy, and self-respect; 
leading to more care and judgment in expenditure, and an 
avoidance of food and drink that gratify the appetite, but effect 
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no strength, and of ways of living that are unwholesome, physi- 
, cally and morally.” 

According to this view, then, the most expensive standard is 
not necessarily the highest, and India will not be any the better or 
happier for getting a larger amount of what many people wrongly 
term ‘ refinement \ To judge whether a standard is high or low, 
we have to enquire whether or not it conduces to the welfare, 
moral and material, of the persons who have adopted it. The 
best consumption of wealth is that which results in the greatest 
benefits to individuals and to society. It is often said that the 
customs, the social institutions, and the religious and moral ideas 
of the people of India favour a standard of living which is com- 
paratively low.^ This is true in a sense ; but it is not in itself a 
thing to be regretted. We must, however, distinguish between 
the standard of hfe which is the aim of the religious teachings and 
moral precepts, and that which results from economic circum- 
stances beyond the control of these teachings and precepts. 

In recent years, many artificial wants have made themselves 
felt in India. It is often held that an increase of wants leads to 
an increase of activity. This, however, is true only of the first 
stages of civilisation. After a certain point, a multiplication of 
artificial wants is not conducive to the leading of a good life. 
Economics is based, it is true, on the satisfaction of wants, but 
that does not imply that man should go -on creating wants so that 
he may have the pleasiu:e of satisfying them. Certain wants 
present themselves to man, and they must be satisfied ; but 
ever-increasing wants and ever-increasing effort to satisfy such 
wants do not conduce to the well-being of society. The real 
test of civilisation is not the growth of wants, but the growth of 
healthy activities. 

Economists divide articles of consumption into necessaries and 
luxuries. Necessaries, again, are subdivided into necessaries for 
existence and those for efficiency. There are, besides, certain 

' The Labour Commission in their Report dealing with the conception of a 
fixed standard relating to industrial workers challenge the view that when 
the worker has earned enough to maintain that standard, he ceasea to make 
any further effort. “ The evidence of unprejudiced observers regarding im- 
provement in the general standard of living and the increase in the level of 
real wages show that the workers' earnings have risen, i.e., that the idea of 
any general fixed standard is fallacious. ..." 
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articles which have come to be regarded as conventional neces- 
saries. Although there are no means by which each of these 
classes can be rigidly marked off from the others, yet this classi- 
fication is useful and convenient. It must be remembered, how- 
ever, that articles which are necessaries to some may be luxuries 
to others. 

Reliable statistics of Indian consumption are not available. 
The average consumption per head of the taxable commodities 
may be ascertained by dividing the total of such commodities by 
the number of the population. But as these commodities are not 
the most important, they do not throw much light on the econ- 
omic condition of the people. Besides, a computation of the jper 
capita consumption, however useful for comparison with other 
countries, would not give us any knowledge of the condition of 
the different sections of society. It Ls very much to be desired 
that a thorough study of consumption in typical towns and 
villages wdll be undertaken by some enthusiastic persons on the 
lines of work of Charles Booth, Seebohm Rowntree, and others. 

In order that we may make progress towards a higher life, the 
physical needs — ^the primary wants, as they are called — must be 
satisfied first. The primary wants are those of food, clothing, and 
shelter. We have already seen that the average income in India 
is very small ; consequently, a large majority of the people are 
hardly supplied with the barest necessaries. Sir William Hunter 
observed many years ago that more than one-sixth of the 
people went through life on insufficient food. Sir Guy Fleetwood 
Wilson, at one time Finance Member of the Government of India, 
said : “A large proportion of the people are poor, an appreciable 
proportion very poor.” As a matter of fact, a considerable pro- 
portion of the people are below what is known as the ‘ primary 
poverty ’ line, and large numbers of persons hardly get one full 
meal a day. It is doubtful if all persons belonging to the * middle 
class ’ get a sufficient quantity of nutritious diet. 

Clothing is an item of less importance in India than in Europe 
and America. In summer, a very small amount of clothing 
suffices ; but in winter, warm clothing of course becomes essen- 
tial, especially in Northern India, where the winter is severe. 
But the poor people can rarely afford to supply themselves with 
warm clothing, and deaths from cold are often reported. The 



CONSUMPTION 


199 


middle-class people perhaps spend more on their dress than they 
ought to, in order to find money for their dress they have to 
curtail their expenditure in other and more useful directions. 
The richer classes can afford to indulge in a little luxury in the 
matter of dress, but they represent only a microscopic minority 
of the total population. As for house-room, the great bulk of 
the people live in mud huts with thatched roofs ; and not even 
all members of the middle class succeed in finding accommoda- 
tion wliich would be considered decent in Europe and America.^ 

The primary wants are necessaries for existence. An insuffi- 
cient supply of these may just enable a person to keep body and 
soul together, but cannot but be detrimental to his physical and 
moral welfare. The effect of inadequate consumption on pro- 
duction is immense. Ill-fed, ill-clad, ill-lodged, the mass of the 
people of India load a dull and dreary existence. The want of 
proper sustenance impairs the vigour and vitality of the people, 
who fall easy victims to the attacks of various kinds of disease. 
Having no reserve to fall back upon in difficult times, they suffer 
untold misery whenever there is a slight disturbing cause, such as 
a drought or a failure of the crops. The children of weak and 
unhealthy parents become weaklings, and, })eing themselves ill- 

' The following table, eompiled for the Indian {Tintps of India) Year-Book 
from various official sources, would Kcrve to indicate the variations in the 
standards of life of working-class families at different centres in India (the 
figures, it should be noted, are not strictly com}>arable due to differences in 
items included in the different emjuiries) : 


Perckntaof. Distkibttiok of Expenditi re 
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57-9 
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7-95 
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Clothing 

7-75 

9-45 

11-86 
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10-6 
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12-81 

11-74 

6-27 

1-92 

1-44 

13-9 
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25-73 

13-87 

23-02 

13-66 

13-75 

17-6 
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100 

100 

100 

UK) 

100 
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3-70 

3-87 

4-57 

4-33 

3-76 

3-01 

income (Rs. a. p.) 

50-1-7 
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39-14-10 

— 

— 

58-8-3 
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fed and ill-bred, swell the numbers of the worthless members of 
society. Thus the physical deterioration of the people goes on 
increasing from generation to generation ; and with the progress 
of physical degeneration, their moral stamina also tends to become 
less and less strong. Consequently, the efficiency of labour as a 
factor in production has a progressively rapid tendency to 
diminish. 

The stinting of necessaries is always economically wasteful ; 
and there can be little doubt that production in India can be 
greatly increased by increasing the consumption of the people. 
When, however, we advocate an increase in consumption, we 
mean increased consumption of those goods which conduce to 
the health and vigour of the people. In food, nutrition should 
be the main purpose, and the desire to prefer pleasant to whole- 
some food should be discouraged. Indulgence in drink and 
narcotics means not only the waste of money spent on them, but 
an injury to body and mind.^ In matters of dress, furniture and 
dwellings, the objects of attainment should be health, happiness, 
and morality — not luxury. Economically speaking, luxury is 
unproductive, and the demand for luxuries misdirects capital and 
labour, and leads to waste. In the words of a well-known 
economist, the consumption of luxuries, far from augmenting 
our capacity, makes us “ at once less wealthy, less healthy, and 
less wise 

So much about the physical necessaries. But there are neces- 
saries of a higher kind which are of as much importance as those 
we have been discussing, and the failure to provide for which is 
the main cause of the present backward condition of the country. 
These needs are for education, sanitation, leisuni, and recreation. 
The economic value of education is too well known to be disputed. 
By increasing the intelligence of the labourer, education adds 

^ Discussing the subject of the consumption of drink, the Labour Commission 
in their Report observe that it is “ a feature of the majority of industrial areas 
and has created considerable havoc in some of them ”. The reduction of 
drinking should not only effect improvements in the “ health, efficiency, and 
standard of living of the workers ”, but will also increase, the Report points 
out, the taxable capacity of the people. The Report also notes that by ensuring 
for the worker better surroundings, less fatigue, and increased facilities for 
amusement and recreation, considerable reduction in the consumption of drink 
may be expected. 

* Sidney Webb, Preface to R. Jones’s Nature and First Principle of Taxation, 
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greatly to his productive efficiency. Sanitation is a question of 
vital importance, particularly in a country like India. Adequate 
rest after work is necessary in order to prepare the mind and 
body for further work. Recreation claims the attention of the 
economist as it exercises the greatest influence on happiness and 
morality. As a celebrated economist observes : “A people may 
be dulled because of too little, enervated because of too much, 
degraded because of ill-chosen amusement.” ^ 

In order to provide for the satisfaction of all these needs, a 
considerable amount of income is required. The present income 
of the bulk of the people, as is evident, is insufficient for an ade- 
quate supply of even the first necessaries of life. When an 
augmentation of income commences, the increments will, in the 
initial stages, go to make up the deficiency on the score of the 
primary wants, and the later increments will be devoted to the 
satisfaction of the higher needs. 


Consider- 
able 
increase 
of income 
needed. 


^ Devas, Groundwork of Economic a. 
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PUBLIC FINANCE 

1. REVENUE 

The revenue of the Government of India is derived from various 
sources. Several methods may be adopted in classifying these 
sources. The most natural method would be to divide the state 
income into four parts : (i) the income derived from the possession 
of state property, e.g., forests, (ii) the profits of commercial 
undertakings, e.g., the railways, (iii) incidental gains from ad- 
ministrative departments, e.g.^ the law-courts, and (iv) taxation 
proper. Another and simpler method would be to put the first of 
these three items in one cla^ss, and to divide the revenue into two 
parts, namely, rion-tax-revenue and tax-revenue. No classifica- 
tion can be wholly logical ; and it does not matter which one we 
adopt, provided it does not lead to a confusion of ideas. 

Unlike the tax-systems of some other countries, the only object 
of the Indian system is the production of revenue. No attempt 
is here made to remove or modify through its system of public 
finance any inequalities that may exist in the distribution of 
wealth among the different classes of society. 

The Government of India, in framing their budget, do not 
professedly adhere to any of the current theories of the apportion- 
ment of taxation.^ As a matter of fact, however, so far as the 
income-tax is concerned, they have definitely accepted the 
‘ progressive ’ principle, ^ as we shall see presently. 

^ A ‘ tax ’ is defined by ProfesBor BaHtablc as “ a compulsory contribution 
of the wealth of a person or body of persons for the service of the public; powers.” 
Compare this idea of a tax with that of Kalidasa, the great Sanskrit poet, who 
says that the king received taxes from the people with the sole object ol 
benefiting them, just as the sun draws moisture from the earth in order to 
give it back a thousand-fold. 

* Although every student of Economics is supposed to bo familiar with the 
different alternative principles of taxation that have been suggested by thinkers, 
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It is evident that the tax-system of the Government of India The tax- 
is not unitary — that is to say, it does not consist of a single tax , 

(on real property, land rent, capital, income, or any other sub- 
stance). It rather inclines to the opposite extreme, viz., the 
multiple tax-system.^ The taxes are collected from a fairly large 
variety of sources. 

yet it will not perhaps be out of place to say a few words about them here. 

The first and the simplest principle is that the amount of service rendered by 
the state should be the standard by which to regulate taxation. The principal 
objection to this theory is that it is not possible to distribute the advantages 
among individuals, and to charge in proportion. The second principle is that 
of equality of taxation. All arc equally benefited by the state ; why should 
not all pay equally for these advantages? This method of ecpial contributions 
per head would be impossible politically, besides being extremely unjust. 

Thirdly, we come to the widely accepted doctrine which takes ‘ faculty ’ or 
‘ ability ’ as the measure for taxation. ‘ Ability ’, however, is a vague term, 
and a measure of ‘ ability ’ is needed. This measure may be property, or 
gross income, or net income. A slight variant of the ‘ faculty ’ theory is the 
‘sacrifice’ theory. ‘Ability’ is objective; ‘sacrifice’ is subjective. Either 
of these theories may lead us to two forms of distribution : (1) propor- 
tional taxation, in which income is taken as the standard, and the amount of 
public burdens proportioned to it ; and (2) j>rogro88ivc or graduated taxation, 
which places a heavier rate of charge on large than on small incomes, because 
the ability of the tax-payer increases in a more rapid ratio than the increase 
of his income. The chief merit of the proportional system is its simplieit}’. It 
was the accepted doctrine of classical political economy, but progressive tax- 
ation has now been adopted in most countries of the civilised world. The chief 
objections urged against the latter system are its arbitrary nature, the danger of 
its evasion, the probability of its harmful effect on the accumulation of wealth, 
and the relative unproductiveness of the progressive tax. On the other hand, it 
is held that progressive taxation is more equitable than projmrtional taxation. 

One extreme form of the ‘ progressive principle ’ would be to substitute ‘ least 
sacrifice * for ‘ ecpial sacrifice ’. Another extreme would be ‘ greatest sacrifice ’, 
which would lead to socialistic equality. There may be several modifications 
of the proportional principle, and one of the.se would be ‘ degressive ’ taxation, 
a system in which a uniform rate of tax is levied beyond a prescribed limit 
{Vide Bastable, Public Finance^ and Seligman, Progressive Taxation). 

' The merits of the ‘ single tax ’ system are that the method is simple, the 
cost of collection is small, and the incidence on the several individuals and 
classes is precisely known. Apiong the many defects of the system may be 
pointed out the following : Its pressure may be extremely heavy at a particular 
point ; it may be easily evaded ; there is no possible room for cori-ection in 
case there be any error or miscalculation ; it may really prove very complex 
and troublesome ; there is the risk of exciting discontent by raising the required 
sum in a single payment. The chief advantages of multiple taxation are that 
it bears lightly on an infinite number of points, heavily on none, and has a 
tendency to bring about equality in the burden falling on the people. But 
the system is open to several objections, namely, that its incidence is not easily 
ascertained, that it is prejudicial to the development of industrj^ that it is 
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Direct and The Indian tax-system consists of both ‘ direct ’ and ‘ indirect ’ 

indirect, taxes. Land revenue and the assessed taxes are direct. Customs 
and excise duties are ‘ indirect *. Opium revenue partakes more 
of the character of profit from commercial transactions than of a 
tax. It must be remembered in this connection that a hard-and- 
fast line of division cannot be drawn between ‘ direct ’ and 
‘ indirect ’ taxes. ^ There are some taxes which stand on the 
borderland between the two classes— for instance, registration 
fees and the stamp duties. 

Before we pass on to a somewhat detailed account of the 
various sources of revenue, it would be desirable to state here the 
Attributes generally-accepted attributes of a sound system of taxation, 

system^of accepted by the 

taxation. Indian Government in their financial system. They are as fol- 
lows : (1) The revenue-system must be adequate to the just 
needs of a progressive state ; (2) taxation should be productive, 
for otherwise its very object would be defeated ; (3) the state 
should take as little as possible from the people, consistently with 

irksome and inconvenient to the payers, and that it is very costly in col- 
lection. The system which finds most favour in modern countries is ‘ plural 
taxation which combines, to some extent, the merits of the two opposed 
systems. 

^ A tax is said to be ‘ direct * when the burden of the tax falls on the person 
who pays it. It is said to be ‘ indirect ’ when the burtlen falls on some person 
other than the person who pays it in the first instance. The great recommen- 
dation of ‘ direct ’ taxation is its educative influence on the minds of the people. 
Each citizen knows exactly how much he contributes to the income of the 
state. If at any time the Government becomes tyrannical or unmindful of the 
interests of the people, he can refuse to pay taxes ; and when an undue burden 
is put on him, he may resist. Besides, there is the greater facility and lower 
cost of collection. The drawbacks are : (1) the disagreeable nature of a direct 
demand and the discontent which an increase of taxation is likely to give rise 
to ; (2) the difficulty of assessment ; (3) its inducement to concealment and 
evasion ; (4) the difficulty of obtaining a due proportion from the poorer 
members of society ; and (5) its comparative inelasticity. The advantages 
of indirect’ taxes are that (1) they are not often felt by the payer, and 
therefore cause him less annoyance; (2) they supply a facility for taxing 
the smaller contributors ; (3) they are productive, and, in times of prosperity, 
they are elastic without causing undue pressure ; and (4) they are collected 
at a time convenient to the payer. The disadvantages are the facilities which 
they offer for smuggling, the probability of a shrinkage in bad years, the possi- 
bility of their falling on the poor more heavily than on the rich, the greater 
exj^nse of collection, and their possible harmful effect in disturbing the course 
of industry. The proper system of taxation seems to be that in which there 
is a judicious combination of ‘ direct * and * indirect ’ taxes. 
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the maintenance of its efficiency ; ^ in other words, the total 
disutility should be at a minimum; (4) taxation should be 
inexpensive in collection ; (6) taxation should not check men’s 
desire to save, and should retard as little as possible the increase 
of wealth ; (6) it should be justly distributed, so that the burden 
may be equal on all citizens, or, in other words, the marginal 
disutility for each tax-payer should be at a minimum ; (7) it 
should be certain ; (8) it should be elastic ; (9) the objects taxed 
and the periods of payment should be such as suit the con- 
venience of the people, and to cause as little vexation and opposi- 
tion as possible ; and (10) the tax-system should be adjusted as 
far as possible to the habits and ideas of the people. ^ 

Taxes in India fall into three classes, namely, central, pro- 
vincial, and local, according to the category of administration to 
which they belong. The Central Government, the Provincial 
Governments, and the local bodies have separate resources, but 
there is not always a clear-cut distinction between the sources of 
revenue. 

The introduction of the Moiitagu-Chelmsford reforms in 1920-21 
led to a complete revision of the system of public finance in India. 
The budget of the Central Government was separated from the 
budgets of the Provincial Governments. Provincial sources of 
revenue were completely differentiated from central sources, and 
provincial expenditure was made entirely distinct from central 
expenditure. Further changes were made by the Government of 
India Act, 1935. The chief sources of revenue of the Central 
Government at present are : (1) customs, including the central 
excises ; (2) taxes on income, other than on agricultural income ; 
(3) salt ; (4) opium ; (5) payments by Indian states ; (6) rail- 
way receipts ; (7) receipts from other central departments, such 
as posts and telegraphs, civil and military departments, and 

^ This was the old theory, when taxation was regarded as a necessary evil. 
Some of the modern economists, e.g.^ Sidney Webb, incline towards the 
opposite view, holding that the state should take as much from individuals as 
possible, in order to confer a maximum of benefit on society as a whole. 

^ A corollary that is often deduced from these maxims is that the first neces- 
saries of life should not be taxed. Some economists would also add to the list 
another attribute, viz., that no tax should be levied, the character and extent 
of which offer, as human nature is generally constituted, a greater inducement 
to the tax -payer to evade than to pay. {Vide I). A. Wells, Principles of Taxa- 
tion.) 
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currency and mint ; (8) interest on moneys lent. It is clear that 
the first three of these heads fall wholly into the class of tax- 
revenue, and the others either wholly or partly into that of 
non-tax-revenue. 

Customs now form the largest source of revenue of the Central 
Government in India. Customs revenue dates from the early 
days of the East India Company. But its yield was not large 
during the Company’s rule. In 1857-58, the income from this 
source amounted to only a crore of rupees. Even after the 
assumption of the administration by the British crown, the 
growth of customs revenue was very slow. It was during and 
after the great European war that there were sharp succes- 
sive rises in the yield of customs. Till the commencement of the 
great European war, the Indian tariff was based on the orthodox 
free trade principles. The customs duties were levied solely for 
fiscal purposes, and were not protective or preferential in their 
nature. They were not intended to benefit one class of industry 
at the expense of another. The financial exigencies of the war, 
however, introduced considerable changes into the fiscal arrange- 
ments of the country. In spite of an avowed free trade policy, 
the tariff rates were raised several times till at last the duties on 
cotton piece-goods, sugar, iron and steel manufactures, paper and 
pasteboard, dyes and paints, and some other articles became 
moderately protective in character. The customs tariff then 
acquired an importance which it had never possessed before. 
Import and export duties, which had produced only 14 per cent, 
of the central revenue during the years 1909 10 to 1913-14, 
yielded more than 33 per cent, in 1924-25. 

The Indian Fiscal Commission of 1922 recommended the 
adoption by India of a pohcy of discriminating protection. 
Though halting and unsatisfactory in many respects, this Report 
may be said to mark the beginning of a new tariff policy in India. 

The existing customs tariff consists of a long list of articles. 
Hides and skins, metallic ores, raw cotton and wool, manures, 
precious stones, grain and pulses, paper-making materials other 
than wood pulp, some agricultural implements and dairy appli- 
ances, water-lifts, sugar mill machinery, gold bullion and coins, 
books, live animals, cinchona bark and its alkaloids are now 
imported free of duty. In recent years, the free import list has 
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been considerably curtailed. A few unimportant articles are now 
taxed at the low rate of 2^ per cent., some others at 10, 12|, 15, 
and 20 per cent, ad valorem. 

General import duties, at the rate of 25 per cent, ad valorem, General 
are levied on a large number of commodities. Certain articles of . 
luxury are taxed at higher rates. In addition, protective duties 
are levied in some cases. Preferential duties, at less than the 
standard rates, are levied in a few instances. Specific duties are 
levied on a comparatively small number. On a few articles, both 
specific and ad valorem duties are imposed. A general surcharge 
at one-fourth of the duty levied was added to the import duties 
in September 1931 to meet the deficit in the budget. 

The net revenue contributed by import duties amounted in 
1936-37 to more than 35 crores. 

There are a few articles which are liable to an export duty. Export 
Raw jute cuttings pay duty at R. 1-4 as. per bale of 400 lbs., all t^uties. 
other descriptions of raw jute at Rs. 4-8 as. per bale ; jute bags, 
twist, yarn, cloth, rope, and twine, at Rs. 20 per ton ; hessians 
and other jute manufactures at Rs. 32 per ton ; and rice, ex- 
cluding certain categories, at 2 as. 3 pies per maund. These 
duties are said to be in accordance with the principle that 
the levy of export duties is justifiable on those commodities in 
which the exporting country has a virtual monopoly of produc- 
tion. The net yield of export duties was about 5 crores in 1936- 
37, which was about 10 per cent, of the total customs revenue. 

There are few countries in which the yield of export duties 
amounts to such a high percentage of the total customs receipts. 

Of the net proceeds of the jute export duty, 62 1 per cent, is 
transferred to the Governments of jute-growing provinces. 

In recent years, excise duties, which are consumption taxes Excise 
levied on local production, have been imposed by the Govern- duties, 
ment of India on the production of a number of articles. The 
main object of the levy of these duties is to recoup the financial 
losses suffered by the Government by reason of the substantial 
fall in the revenue derived from the import duties on those 
articles. The excise duty on silver bullion is at present 3 annas 
per ounce, on steel ingots Rs. 4 per ton, and on kerosene 2 as. 

9} pies per gallon, plits a surcharge of 25 per cent. Excise duties 
were imposed on sugar for the first time in 1934, at the following 
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rates : 10 as. per cwt. on Khandsari sugar, and R. 1-5 as. per cwt. 
on all other sugar except Palmjnra sugar. These rates were 
increased in 1937 to their present level, viz., R. 1 per cwt. on 
Khandsari sugar, and Rs. 2 per cwt. on all other sugar except 
Palmyra sugar. On motor-spirit, an excise duty was levied in 
1929 for the first time ; the present rates of duty are 10 as. per 
gallon plus a surcharge of 25 per cent. A portion of the receipts 
from the excise duty on motor-spirit is transferred to the pro- 
vinces for purposes of road development. Matches were sub- 
jected to excise duty in 1934 at the following rates : R. 1 per 
gross boxes containing not more than forty sticks, R. 1-8 as. per 
gross boxes containing more than forty but less than sixty sticks, 
Rs. 2 per gross boxes containing more than sixty but less than 
eighty sticks, and on all other matches, 4 annas for every 1,440 
matches or fraction thereof. These rates are in force at present. 
The receipts from the excise duties were as follows in 1936-37 : 
motor-spirit, Rs. 5 crores 57 lakhs ; kerosene, Rs. 3 crores 2 lakhs ; 
silver, Rs. 5 lakhs ; sugar, Rs. 2 crores 53 lakhs ; matches, Rs. 2 
crores 39 lakhs ; and steel ingots, Rs. 34 lakhs. 

It is interesting in this connection to note that, since 1896 an 
excise duty of 3J per cent, ad valorem used to be levied on cotton 
goods and yarn produced by Indian mills, with the object of 
countervailing the almost negligible protective effect of the im- 
port duty on those articles. This duty was suspended in Decem- 
ber 1925, and abolished in March 1926. The total yield of these 
duties was nearly 6 crores in 1924- 25. 

Customs revenue is generally elastic ; it tends to expand with 
the expansion of trade and industry. As for the incidence of 
customs duties, those on matches and kerosene fall on almost 
the entire community, but more heavily on the poorest than 
on the other classes. The cotton duty is paid by the bulk of 
the population, more particularly the middle and well-to-do 
classes. The tax on refined sugar, stationery, and paper affects 
mainly the middle class ; while the heavy duties on motor cars, 
silk manufactures, cigars and cigarettes, and jewellery fall on the 
richer classes who are best able to bear the burden. The high 
duties on iron and steel, while they press upon important in- 
dustries and means of communication, have the beneficial effect 
of safeguarding an industry of vital national importance. The 
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duty on liquor tends to check, however slightly, the consump- 
tion of a deleterious article. 

The net receipts from customs duties amounted to Rs. 53J 
crores in 1936-37. The customs revenue, at the present moment, 
amounts, roughly speaking, to over one-half of the net revenue 
of the Central Government.^ 

The second important source of revenue of the Central Govern- 
ment is the income-tax. It is the most equitable of all taxes, as it 
is based on the principle of ability to pay. An income-tax was for 
the first time introduced in India in 1860 to meet the financial 
stringency caused by the Mutiny of 1857-58. It was levied at 
the rate of 2 per cent, on incomes between Rs. 200 and Rs. 500, 
and at the rate of 4 per cent, on all incomes above Rs. 500. This 
tax expired in 1865. It was reintroduced in 1869, and lasted for 
four years. The income-tax found a permanent place on the 
Statute-book in 1886. On this occasion, it was levied on incomes 
derived from sources other than agriculture, which was exempted. 
On incomes of Rs. 2,000 and upwards it fell at the rate of 5 pies 
in the rupee ; on incomes between Rs. 500 and Rs. 2,000 at the 
rate of 4 pies in the rupee. In 1903, the taxable minimum was 
raised to Rs. 1,000. In 1916 17, as one of the measures needed 
to finance the war, the rates of income-tax were completely 
revised and largely increased ; and the progressive principle was 
definitely adopted. Another feature of war taxation in India 
was the imposition of the sii{)er-tax in 1917. This was levied in 
addition to the ordinary income-tax on large incomes above 
Rs. 50,000. 

Further changes were made in 1922, when the law relating 
to the income-tax was j)laced on a more satisfactory basis. The 
Income-Tax Act of 1922 was a purely administrative measure 
which regulated the basis, the methods, and the machinery of 
assessment, but did not contain any provisions relating to the 
rates of taxation. As a matter of fact, the rates were increased 
in 1922, and remained unchanged up to 1930. During these 

^ It is interesting to note that, during the trade deprcRsion, the revenue 
from customs did not decline to any considerable extent in India, as the result 
of imposing a surcharge of 25 per cent, on all taxes in 1931. This relative 
stability of the customs revenue is in marked contrast to the ex{H^rience of 
other agricultural and raw-material producing countries during the depression. 
(Vide World Economic Survey^ 1933-34, pp. 226-230.) 
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years, the tax was levied according to a graduated scale rising 
from 5 to 18 pies in the rupee on all incomes over Rs. 2,000 per 
annum, with the exception of agricultural incomes. Incomes 
derived from interest on securities, and the incomes of companies 
and registered firms, were subject to the maximum rate, whatever 
the total annual income might be. The rates of super-tax, im- 
posed in addition to income-tax on incomes over Rs. 50,000 (in 
the case of Hindu undivided families, on incomes over Rs. 75,000), 
were similarly graduated, the lowest rate of super-tax being 
12 pies per rupee, and the highest rate 6 as. per rupee. In the 
case of companies, the super-tax was payable at a uniform rate 
of 12 pies in the rupee. 

There were various increases in the rates of income-tax, in- 
cluding the imposition of surcharges, between 1930 and 1934, 
owing to deficits in the budget. Besides, the taxable mini- 
mum was lowered to Rs. 1,000 for purposes of the ordinary 
income-tax, and to Rs. 30,000 for purposes of the super-tax. In 
1935-36, surcharges on the income-tax and on the super- tax 
were reduced by one-third, as the result of an improvement 
in the financial position, and in 1936-37 incomes between Rs. 
1,000 and Rs. 2,000 per annum were made free of income-tax. 
The rates as at present levied rise by gradual steps from 9 pies 
in the rupee on incomes between Rs. 2,000 and Rs. 5,000 per 
annum, to a maximum of 2 aimas and 6 pies in the rupee on 
incomes above Rs. 15,000‘per annum. Companies and registered 
firms are taxed at the maximum rate. The rates of super-tax 
rise from one amia in the rupee on the first ten thousand 
rupees of the excess above Rs. 25,000, to a maximum 
rate of seven annas in the rupee. Comj)anies are taxed at a 
imiform rate of one anna in the rupee. This uniform super- 
tax on companies is known in India as the Corporation 
Tax. 

The Indian income-tax has, among others, the following 
distinctive features. Agricultural incomes are exempted from 
payment of the tax, but the provinces have been empowered by 
the Government of India Act, 1935, to tax incomes derived from 
agriculture. No distinction is made between earned and unearned 
incomes. There are no allowances in respect of wife, children, and 
dependents. The graduation in respect of the ordinary income- 
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tax used, until recently, to follow the step system, while, in re- 
gard to the super-tax, it has always followed the slab system. 
A Committee, appointed to enquire into the income-tax system, 
made important recommendations in 1936 with a view to im- 
proving the method of administration of the tax and preventing 
evasion. It also recommended the substitution of the slab 
system for the step system in regard to the ordinary income-tax. 
A Bill, incorporating these recommendations, was passed by the 
Central Legislature in 1939. 

The revenue derived from the income-tax has increased 
enormously since the war. During the period 1899-1913, the 
annual yield was only Rs. 1-95 crores, which increased to 10*70 
crores in 1919-20.^ There was a great jump forward in the yield 
in the years 1921 to 1923, after which sUght decreases in the yield 
took place. The net receipts from the income-tax in 1936-37 
were Rs. 15 crores 37 lakhs. 

The salt tax has always been regarded by the Government as a 
fiscal reserve to fall back upon in case of financial stringency. ^ 
The revenue can be increased without any material addition to 
the cost. For a long time the salt tax held a place second only 
to the land revenue. The successive reductions in the duty in 
1903, 1905, and 1907 resulted in substantially lightening the 
burden which it imposed on the people. From 1908 to 1916 the 
tax was levied at R. 1 per maund. In 1916 it was raised to R. 1 
4 as. In 1923-24, it was raised to Rs. 2-8 as. in the teeth of 
popular oj)position and by the exercise by the Governor-General 
of the special powers vested in him. In 1924-25, however, in 
deference to public opinion, the rate was reduced to R. 1-4 as. 
per maund. This rate continues till the present day, but a 
surcharge at the rate of 25 per cent, on this rate has been in 
operation since 1931. 

The question of granting protection to the Indian Salt Industry 
was investigated by a Tariff Board, and, on their recommend- 
ation, an additional import duty at the rate of 44 annas per 

^ An Excess Profits Duty was levied in 1919-20 on all incomes made by 
companies or individuals above the normal standard. This duty yielded a 
sum of Rs. 11^ crores. It was allowed to lapse in the following year. 

* The production of salt is not a Government monopoly, but private manu- 
facture is prohibited owing to the difficulty of preventing an evasion of the tax. 
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maund was imposed in 1931. Seven-eighths of the receipts 
from this additional duty were handed over to the provinces 
in which the imported salt was consumed, the object being to 
encourage the local salt industry. This object was realised in 
the rest of India, but not in Bengal, the largest consumer of 
imported salt. The rates of the additional duty were subsequently 
reduced, and the additional duty itself expired in 1938. 

The salt duty produced 8*8 crores in 1936-37. Salt is a vital 
necessity to the people, and the tax has often been objected to by 
popular representatives. But the Government has continued to 
levy it on the ground that it is the only contribution which the 
masses of the people make to the revenues of the state. 

The production of opium is a Government monopoly in British 
India. Poppy cultivation is permitted only in parts of Bihar 
and the United Provinces, and is under the control of the 
Government.^ Opium grown in the Indian states, known as 
‘ Malwa opium ’, is permitted to enter British territory only on 
payment of a heavy duty. By agreement with the Chinese 
Government, as well as under certain international conventions, 
the Government of India have been obliged to reduce the pro- 
duction and export of opium. The revenue from opium, which 
was at one time a very important item in the financial resources 
of the Government, has now dwindled down to about four crores. 

Of the income derived from sources other than taxation, that 
from railways formed at one time by far the largest proportion. 
The net railway receipts amounted to 32*70 crores in 1936-37. 
In 1925-26 the railway budget \vas separated from the general 
budget. It was arranged that out of the net profits a sum of 
Rs. 5*09 crores was to be amiually contributed to the general 
revenues. From the balance the sum of Rs. 3 crores was to be 
transferred to the railway reserve. Further, one-third of the 
surplus left after the transfer to the reserve was to accrue to the 
general revenues. In 1924-25, the total contribution of the rail- 

^ The cultivator has to get a licence, and is required to deliver the whole of 
his out-turn of the crude opium to the Government at a fixed price. The excise 
opium, that is, the small quantity required for consumption in India, is made 
over to the Excise Department, and a fixed amount per seer is credited to 
opium revenue. The rest, known as provision opium, is sold by auction, and 
is intended for export. The exports to China, the principal market for opium, 
have now ceased altogether. 
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ways to the general revenues was Es. 5f crores, and up to 1931, 
the total contribution was Rs. 42 crores. Since then no contri- 
bution has been made.^ 

Posts and telegraphs used at one time to be a source of con- 
siderable profit to the Government, but at present these depart- 
ments can hardly be said to be revenue-earning. Payments from 
the Indian States amounted to about 74 lakhs in 1936-37. The 
total Gross Revenue of the Central Government amounted in 
1936-37 to about Rs. 119 crores, and the total Net Revenue to 
about Rs. 75-6 crores.^ 

The revenue has largely increased during the last fifty years. 

Now the question which suggests itself is, How far does this 
expansion of revenue furnish evidence of increasing prosperity? 

This question is answered differently by different individuals and 
parties. The Government officers say that general prosperity has 
undoubtedly increased ; Indian publicists, on the contrary, 
suggest that the increase of revenue has been necessitated by 
the ever-increasing cost of administration in utter disregard of 
the capacity of the people to bear the burden. 

According to official calculations,^ the incidence of taxation The 
per head of the population is Rs. 2-11-3 as. (3s. 7-3d.) per year. 


^ The Wedgwood Committee recommended in 1937 that the contributions 
made by railways to the general revenues should be abolished, but this would 
mean a great loss to the public exchequer. 

® 111 the figures relating to Gross Revenue and Expenditure, all receipts are 
included in the total of revenue and all outlay in the total of expenditurt*. 
with the one exception that the working expenses of railways are treated not 
as expenditure but as a deduction from revenue. In Net Revenue and Plxpen- 
diture, the interest charges as well as the working expenses of railwa\-8, the 
interest charges and working expenses of irrigation works, the cost of the 
cultivation and manufacture of opium, and the charges against other revenue- 
earning departments are treated as deductions from revenue, and the receipts 
of spending departments are treated as deductions from expenditure. 

* The figures are taken from The Stutisikal Abstract for British India. It is 
not known by what process of calculation these figures have been obtained. 
A different calculation gives us Rs. 3-3 as., and if the land-revenue be excluded, 
for which wc do not see any reason, R. 1-15 as. As for tax-paying capacity. 
Lord Cromer, in an article on “ Indian Progress and Taxation ”, contributed 
to the Quarterly Review, wTote in 1913 ; ” It would be an error to suppose that 
the incipient industrialism of the past decade has resulted in any accretion of 
w-ealth so as to increase the tax-paying power of the people.” By reason of 
the poverty of the Indian people, he said, it was the least potentially tax -paying 
community in the world. 
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If land revenue be excluded, the burden would be R. 1-7*8 as. 
(Is. ll*8d.). The proportion of taxation to the average income 
is officially estimated at nearly 9 per cent. 

2. EXPENDITURE 

In Public Expenditure the basic principle should be public 
advantage. Expenditure should be so apportioned between the 
different heads that the public may derive the maximum utility 
from each. 

The annual expenditure of the Central Government amounts 
nearly to 87 crores. In preparing his amiual budget, the Finance 
Member usually attempts to balance the two sides, and, if possible, 
to secure a surplus. 

The principal heads of expenditure are the following : Direct 
Demands on Revenue, Debt Services, Civil Administration, Civil 
Works, Defence Services, and Miscellaneous. 

Direct Demands on the Revenue represent the cost of collection. 
This is, of course, an absolutely necessary item of expenditure. 
The expenditure under this head amounts to about Rs. 427 lakhs, or 
nearly 5 per cent, of the total net revenue.^ There seems to be 
considerable room for the practice of economy in this matter. 

Expenditure on Debt Services accounts for Rs. 12 crores 56 
lakhs, made up of the interest on ordinary debt, interest on other 
obligations, and appropriations for reduction or avoidance of 
debt. 

The Public Debt of the Central Government is divided into 
two classes : (i) Permanent Debt, and (ii) Floating Debt. The 
latter consists of temporary borrowings, such as treasury bills 
and ways and means advances from the Reserve Bank of India 
for not more than twelve months. Another classification of the 
Public Debt is into (i) Debt in India, and (ii) Debt in England. 
Besides the permanent and floating debts in India and in England, 
on each item of which the Government are to pay interest each 
year, there is usually a certain amount of loans outstanding on 
which no interest has to be paid by reason of the fact that they 

^ It is interesting to note that in the case of Opium, Land Revenue, Excise 
and Stamps, however, the charges of collection were about 40 per cent, of the 
revenue derived from these heads, while in the case of forests, the expenditure 
actually exceeded the revenue by a large amount. 
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represent unclaimed balances of old loans which have been 
notified for discharge and have ceased to bear interest from the 
due date of discharge. The composition of the Public Debt of 
India on the 31st March, 1937, was as follows : 

Public Debt in India (IUtpee Debt) 

In lakhs of rupees 


Permanent Debt in India - - - - 437,33 

Floating Debt (Treasury Bills) - - - 28,54 

Loans not bearing interest _ - _ 55 

Total Debt in India - _ - 466,42 


Public Debt in England (Sterling Debt) 

In £ooo 

Permanent Debt - - - 

- 317,444 

Railway annuities 

39,856 

Loans not bearing interest 

7 

Total Debt in England - 

- 357,307 


[Equivalent to Rs. 476 erores 41 lakhs (at Is. 6d. per R.)] 


The total public debt on the 31st March, 1937, was thus Rs. 942 
erores 83 lakhs. Interest ])ayments on account of the ordinary 
debt amounted to Rs, 35 erores 66 lakhs. The Central Govern- 
ment, however, recovered the whole of this amount from the 
commercial departments and from the accounts of the Provincial 
Governments, owing to the contributions to capital and other ad- 
vances made by the Central Government. In fact, the bulk of 
the loans outstanding were raised for the construction of railways, 
irrigation works, and for similar capital expenditure in the 
commercial departments. Besides the loans raised in the open 
market, the Government of India had made advances to these 
departments out of its ordinary revenue, surplus cash balances, 
and savings bank deposits. Recoveries of interest were similarly 
made from the Provincial Loans Fund. The amount of interest 
payments received by the Central Government from these sources 
exceeded the interest payments on the ordinary debt by Rs. 2 
erores and 87 lakhs. Thus, during 1936-37, there would have been 
a surplus income under the head ‘ Debt Services ’, if interest on 
ordinary debt were the only item to be considered. 
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The next item, interest on other obhgations, involved the pay- 
ment of Rs. 12 crores 43 lakhs in 1936-37. The ‘ other obliga- 
tions ’ consist of the ‘ Unfunded Debt the fixed deposits of 
Provincial Governments, the deposits of balances of the Famine 
Relief Fund, and the deposits of the Railway Reserve Fund and 
of the Depreciation Reserve Funds of Railways and of other com- 
mercial departments. The ‘ Unfunded Debt ’ consists principally 
of the Post Office Savings Bank Deposits, the Post Office Cash 
Certificates, and of State and other Provident Funds. 

The amount of appropriation for reduction or avoidance of 
debt in 1936-37 was Rs. 3 crores. A regular scheme of debt 
redemption was adopted by the Government of India in 1925, 
prior to which year reliance had been chiefly j)Iaoed on casual 
budget surpluses for this purpose.^ The scheme was modified in 
1932-33 and the annual provision for redemption was reduced 
to the figure of Rs. 3 crores at which it now stands. 

The National Debt appears to be rather large for a poor 
country like India. But nearly 72 per cent, of it can hardly be 
regarded as a burden, as the state derives income from the 
undertakings financed by such loans. On the question whether 
the state should undertake industrial operations or not, opin- 
ion, of course, is divided. But there is one advantage. 
When the money required for such undertakings is borrowed by 
the Government, they can obtain loans at cheaper rates of 
interest. 2 

As for the amount of debt, 107 crores were inherited by the 


' This scheme, which was framed by Sir Basil Blackett, then Finance Mem- 
ber, provided for an annual contribution of Ils. 4 crores plus one-eightieth of 
the amount by which the total debt outstanding in any year exceeded the 
total debt outstanding on the Slst March, 1923. Though originally designed 
for five years, these arrangements were continued till 1932-33. But they 
placed too great a strain on the finances, and, besides, w^cre found to have 
become more than adequate in view of an improvement in the debt position. 
Accordingly, the annual provision was reduced in 1932-33 to the figure of Rs. 
3 crores, at which level it has since been maintained. 

* The bulk of the public debt is at 3 or 3^ per cent. Mr. Gokhale, in his 
speech in the Viceregal Council, February 1911, compared this rate of interest 
with the rates paid by some other countries, and tried to prove that the credit 
of India was excellent. “ Japan ”, said he, “ borrows at from 4 to 7 per cent. ; 
Russia borrows at about 5 per cent. ; Turkey borrows at per cent, and over ; 
China borrows at between 4 and 7 per cent., 4 per cent, in a few cases, 6 and 7 
per cent, being the usual rate.” 
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Indian Government from the East India Company ; and it is 
sometimes argued that the debt incurred by a commercial body 
should not have been fastened on the people of India. That 
amount steadily grew by successive additions. But between 
1888 and 1907, the unproductive portion of the debt was 
steadily reduced. ' The unremunerative debt ”, said Sir G. 
Fleetwood Wilson in 1907,^ “ has shrunk in the last twenty 
years from being nearly one-half to being just over one-seventh 
of the total volume of our outstanding loans.” ^ This policy 
was continued till the commencement of the war. Between 1914 
and 1925, there was an addition of Rs. 462-42 crores to the public 
debt. This great increase was brought about, firstly, by the war, 
to the expenses of which India contributed directly Rs. 150 
crores and various other sums in an indirect manner ; and, 
secondly, by five successive post-war deficits, aggregating about 
100 crores of rupees. With the increase in the amount of debt 
the interest charges also grew. From the year 1916-17, there was a 
large addition to the unproductive debt. In recent years, how- 
ever, the unproductive debt has considerably decreased, and, if a 
wise policy be adopted, the whole of it can be wiped out within 
a short period of time. The incurring of debt for a purpose 
which is likely to contribute directly to the welfare of the people 
is, in general, desirable ; but it may happen that a debt which 
was originally considered to be productive may cease to be so 
in course of time. Another matter which requires consideration 
is the desirability of redeeming the foreign debt of the country. 
When funds were not available in the country, it was necessary 
to float loans abroad ; but now that funds in India are gradually 
becoming more and more available, the justification for floating 
loans in England is steadily diminishing. When interest charges 
are equal at home and abroad, the burden of a foreign debt is 
greater than that of an internal debt ; in addition, a foreign 
debt is undesirable from a national standpoint, because the 
lending country always seeks to exercise a control over the 
political affairs of the borrowing country. 

^ Vide Sir G. Fleetwood Wilson’s Budget Si)eech, 1907. 

®Tho critics of the Government argued that inasmuch as the productive 
public works were likely to deteriorate in value in the course of time, this was 
an over-estimate. 


Sir Guy F. 

Wilson’s 

view. 



Loans or 
taxes? 


Defence 

services. 


. 218 INDIAN ECONOMICS 

The principles which should guide the Government in pro- 
viding for any expenditure by means of loans may be laid down 
as follows : (a) the Government should meet all ordinary expendi- 
ture out of the ordinary revenues ; {b) they should not place the 
burden on posterity for any improvements which tend to benefit 
the present generation ; (c) when any measure is undertaken of 
which the benefit is likely to accrue to future generations, it 
would not be improper to finance such a measure partly, or even 
wholly, out of a loan ; and (d) in case of a heavy and unexpected 
outlay, which cannot be met out, of the ordinary revenues, and 
which would place an excessive burden on the people if it were 
met by enhanced taxation, it would be better to have recourse 
to a loan, provided that suitable measures were adopted for 
redemption. The view is also held by some authorities that 
Government would be justified, at a time of acute economic 
depression, to help industry and trade by raising loans. As a 
general proposition, it may be laid down that it is advisable to 
keep the national debt down at as low a figure as possible, unless 
the interests of the country dictate a different pohcy. 

The gross expenditure on Defence Services amounts to over 
Rs. 50 crores, and the net expenditure to about Rs. 45i crores. 
To this must be added the recent additions to expenditure to be 
presently described. Besides, there are several items of expendi- 
ture of a military nature which are included under other heads. 
These amount to over Rs. crores.^ The expenditure on 
Frontier Watch and Ward, on Strategic Railways and on 
some other items of a similar nature should also be included 
under the head of Defence Services. If this is done, the net 
annual expenditure will be found to exceed the sum of Rs. 50 
crores. 

During the eleven years, 1913-14 to 1924 25, the net military 
expenditure nearly doubled itself. This huge expenditure has 
always been criticised by Indian statesmen as an exceedingly 
heavy burden on the people ; but the Government seem to view 
it as necessary. The question whether the country is or is not 
paying too high a price for the peace and security it enjoys is 
answered differently by different people. Critics of the Govern- 
ment think that the expenditure under this head can be curtailed 
' Finance and Revenue Accounts^ 1936-37, p. 298. 
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a good deal without running any risk.^ It is the British portion 
of the army that accounts for the greater part of the expenditure, 
and if a part of it could be replaced by Indian soldiers, there 
would be an appreciable relief to the Indian Exchequer. The 
cost of a British officer is 3 to 4 times as great as that of an Indian 
officer. The cost of a British soldier is nearly four times as great as 
that of an Indian soldier.^ The Retrenchment Committee of 
1922-23 recommended that defence expenditure should be 
brought down to Rs. 50 crores as soon as possible, and to a 
lower figure if there was to be a fall in prices. This was an ex- 
ceedingly cautious suggestion. Gradual reductions in military 
expenditure were made after 1924, but these economies were 
arrested in 1928 on the ground that it was necessary to 
modernise the equipment of the army. The economic crisis, 
however, compelled a temporary reduction in military expendi- 
ture to about Rs. 46 crores, and a heavy fall in prices made 
this possible. 

On the recommendation of the majority of the Capitation 
Tribunal, an annual contribution of .£11 milhoii has been made 
since 1933 by the British Exchequer in lieu of the expenses 
incurred by India for training the British troops. This con- 
tribution, however, did not go far enough, as was pointed out 
by the Indian members of the Tribunal, A substantial increase 
in defence expenditure occurred in 1938, owing principally to 
the increase in the pay of British officers, as a consequence of 
similar increases in England. Another factor which accounts 
for the increase was the addition made to the equipment 
of the naval and air forces. These measures will soon in- 
volve a large capital expenditure and will also increase the 
recurring expenditure in future years by two to three crores of 

^ Sir George White, Commander-in-Chief of India, said on one occasion : 
“ We maintain that the Indian array does supply a great addition of military 
power to England, that a part of the British army is trained at the expense of 
India, and that the whole of the men passed into the reserve has been main- 
tained out of the Indian revenues.” It is argued that if a part of the Indian 
forces be really intended to safeguard the interests of England in Asia outside 
India, England ought to bear the cost of maintenance. India has fought the 
wars of England in the past both with her blood and her treasure, and she has 
the right to expect equitable treatment from England in return. 

* Vide Report of the Indian Retrenchment Cmnmittee, 1922-23, Appendices 
A, C, and D. 
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rupees. As a partial relief to the Indian Exchequer, the British 
Government made an annual grant of £500,000 as well as a capital 
grant not exceeding £5 million towards India’s defence expendi- 
ture in 1938. But this relief is almost negligible, for a sum of 
£500,000 in the British budget is a mere trifle, whereas an addition 
of two to three crores to the Indian budget of about 80 crores 
is very substantial. 

The defence expenditure in India imposes an exceedingly 
heavy burden on the poor people of the country, and it is ab- 
solutely necessary that it should be substantially reduced. Three 
important steps ought to be taken immediately for this purpose. 
First, the cost of the British portion of the army should be borne 
by the British Exchequer. This surely is not an unreasonable 
demand. It had the support of the minority members of the 
Welby Commission. So great an authority as Lord Salisbury 
observed in 1896 : “ Millions of pounds have been spent in 
increasing the army in India, not to provide for the security 
of India against domestic enemies or to prevent incursions of 
the warlike peoples of the adjoining countries, but to main- 
tain the supremacy of the British power in the East. The 
scope of these great and costly measures reaches far beyond 
India’s limits and the policy that dictates them is imperial 
policy.” More recently the Esher Committee remarked : “ We 
cannot consider the administration of the army in India 
otherwise than as a part of the total army forces of the 
Empire,” and added : “ the novel political machinery created 
by the peace treaty has enhanced the importance of the army 
in India relative to the military forces in other parts of the 
Empire and more particularly to those of the British Isles.” 
Secondly, British officers should be replaced by Indian officers 
in the Indian portion of the army. Thirdly, the strictest 
economy should be observed both in recurring and in capital 
expenditure in all the departments of the army. The League 
of Nations recommended, not long ago, that the military 
expenditure of a nation should not exceed 20 per cent, of its 
revenue. This is a quite sound view, and if it is accepted 
India’s military expenditure would be considerably less than 
Rs. 20 crores. 

The next head is that of Civil Administration. The expendi- 
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ture under this head amounts to over 11 crores.^ This figure 
represents an increase of more than 1| crores over the expendi- 
ture incurred in 1933-34. Under the stress of the economic 
depression, reductions were made under this head by postponing 
certain items of expenditure and by imposing temporary cuts in 
pay in 1932. The cuts were, however, restored two years later, 
even before the emergency had disappeared. 

The financial history of India is a succession of periods of 
surplus and deficit. But the net result always is increased 
expenditure and additional taxation. During the years 1901-06, 
the Government of India were under the demoralising influence 
of fat surpluses, which tempted them to indulge in increasing 
recurring expenditure. This soon afterwards became a serious 
matter, and compelled the Government, faced with deficits 
on account of the decrease of the opium revenue and the 
creation of the new (now defunct) Province of Eastern Bengal 
and Assam, to have recourse to fresh taxation. A second 
period of increased expenditure and increased taxation began 
with the outbreak of the war in 1914-15. Another new 
factor responsible for a further growth in expenditure in this 
period was the introduction of the Reforms. During the seven 
years 1914-15 to 1920 21, the expenditure of the Central 
Government vastly increased. This great and sudden increase 
was met partly by increased taxation and partly by budgeting 
for deficits. There was a cumulative deficit of 100 crores, or 


* The main sub-heads are : 

(i) General Administration 

(ii) Audit .... 

(iii) Justice .... 

(iv) Jails and Convict Settlements 

(v) Police .... 

(vi) Ports and Pilotage - 

(vii) Ecclesiastical 

(viii) Political .... 

(ix) Scientific Departments 

(x) Education 

(xi) Medical .... 

(xii) Public Health - 
(xiii) Agriculture 

(xiv) Industries- 

(xv) Aviation .... 

(xvi) Miscellaneous - - - 


Crores of rupees 
(1935-3B) 

- 1-80 
- 109 

•07 
•22 


•26 

•29 

1-78 

•73 

•30 

•26 

•21 

•45 

•08 

•21 

•24 
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an average of 20 crores per annum, during the five years 1918-19 
to 1922-23. Besides, during the periods 1914-15 and 1922-23, 
fresh taxation amounting to a total annual sum of 49 crores 
was imposed. In 1922-23, the fifth successive year of a deficit 
budget, in response to an emphatic demand by the Central Legisla- 
Inchcape ture, the Governor-General appointed a Retrenchment Committee 
Retrench- under the chairmanship of Lord Inchcape. Its members were 
Com- mostly eminent men of business. This Committee subjected the 
mittee. expenditure of the Central Government to a searching scrutiny, 
and unanimously recommended a net reduction in expenditure 
amounting to Rs. 19^ crores, part of which was to be effected 
gradually in a number of years. The expenditure for 1922-23 
was Rs. 136-43 crores, while that for 1927-28 was Rs. 128 crores, 
inclusive of the expenditure on railways.^ 

There was, however, a considerable increase during the two 
following years. The economic depression necessitated the 
appointment of another Retrenchment Committee, and, in 
accordance with its recommendations, considerable reductions 
in expenditure were made between 1931-32 and 1933-34. 
During this period, a heavy amount of additional taxation was 
imposed to meet the deficits in the budgets. Expenditure 
touched the lowest point in 1933-34, but thereafter a tendency 
towards an increase again set in, which is still continuing. The 
reductions that had been effected during the depression were, 
however, very small in comparison with the decline in national 
income during these years, and it is regrettable that, even before 
the depression had disappeared, the expenditure of the Govern- 
ment was allowed to go up. 

There cannot be any solution of these persistent and recurring 
difficulties unless a determined effort is made to attack the root- 
causes. The Indian administration is exceedingly top-heavy. 
The maintenance of unnecessary posts and the high level of 
salaries paid to Government officers in the higher ranks are the 
chief difficulties in the way of securing economy in administrative 
expenditure. Among the other important causes which have 
helped to swell central expenditure, mention may be made of the 
following : (i) absence of proper co-ordination between different 
departments with a view to the elimination of wasteful expend- 
^ Vide Report, Cd. 131 of 1900. 



PUBLIC FINANCE 


223 


iture ; (ii) the recently growing practice of importing so-called 
‘ experts ’ from foreign countries ; (iii) the recent creation of 
several new provinces which have been dependent upon con- 
tributions from the Central Government ; and (iv) the unfair 
adjustment of financial relations between India and Burma 
under the new constitution. The removal of these causes is 
an urgent necessity. It is also essential to substitute Indian 
for European agency in all departments of the administration, 
which will go a considerable way towards relieving the burden 
of expenditure. 

The Miscellaneous Charges include Territorial and Political 
Pensions (-29 crores), Superannuation Allowances and Pensions 
(2-82 crores), Stationery and Printing (-39 crores), and Miscellane- 
ous (-62 crores). The total sum amounts to 4-14 crores, of which 
about 2 crores is spent in England. Other items charged to 
Revenue are Railways (32-69 crores). Civil Works (2-61 crores). 

Retrenchment ought to be the watchword of the Government ; 
for if they check their expenditure in other directions, they will 
have no difficulty in finding money for the real needs of the people, 
namely, education, sanitation, and social reform. 

The Minority Members of the AVelby Commission thus sum- 
marised the views of Indian statesmen regarding the management 
of Indian expenditure, and the direction in which improvements 
might be effected to the advantage of the Indian people.^ 

1 . That Indian expenditure is not always exclusively, or even 
mainly, governed by Indian considerations, as is illustrated by : 

(a) Indian Defence : Indian frontier policy in its varpng 
phases — adopted in furtherance of Imperial schemes of trans- 
frontier territorial expansion more than for India's defence — 
tending only to weaken her natural defences and loading her 
with indefinite and ever-increasing liabilities ; 

(b) Railway extensions forced on without due heed to the 
country’s needs or means — apparently intended to advance her 
industrial development, but unaccompanied by other and larger 
necessary measures which alone could make them serviceable to 
the proposed end ; 

(c) Continued concessions, in respect of pay, promotion, 
pension, etc., to the European services, both civil and military — 

1 Vide Report, Cd. 131 of 1900. 
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concessions lending colour to the view that the country exists for 
the services, and not the services for the country. 

The greater part of the increase of expenditure in recent years 
falls under these heads, and this fact bears out the contention of 
the Indian people that Indian interests are often subordinated to 
considerations of Imperial expansion, British commerce, and the 
European services. 

“ 2. That due care is not exercised, nor is strict economy en- 
forced, in the spending of India’s money, as may be seen from 
the following : 

(а) Comparatively little is yet done in the way of substituting 
qualified indigenous agency for foreign agency in the various 
departments of the civil administration (e.g. judicial, police, 
medical, post, telegraph) ; 

(б) Overgrowth of controlhng and supervising central estab- 
lishments {e,g. sanitation, police, jails, stamps, registration, etc.) ; 

(c) Organisation and maintenance of the Indian armies per- 
manently on a war footing, without the necessary supports of 
reserves and militia — a system of national defence long since 
discarded as wasteful in European countries ; 

(d) Disproportionately large numbers of British troops as 
compared with Native ; 

(c) The officering of the Native army — over-recruiting of the 
Staff Corps and an increasingly restricted employment of Indian 
officers, the question having an important bearing on finance ; 

(/) Railway contracts and concessions to railway companies. 

“ 3. That there is a faulty distribution of expenditure of 
Indian money : 

(a) Comparatively more is spent on so-called national defence, 
and less on the material and moral development of the country 
and the improvement of the civil administration ; 

(h) More is spent on Imperial purposes and less on provincial 
purposes than is desirable in the present circumstances of the 
country, the provincial purposes being intimately connected, and 
the Imperial purposes only remotely, with the immediate well- 
being of the people ; 
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(c) More is spent on improvement of communications, and less 
on the improvement of the condition and capacity of the people 
themselves. 

The present scale of India’s expenditure is also open generally 
to objection on the ground that it is much beyond the capacity 
of the country to bear.” 

Though forty years have elapsed since these views were 
expressed, yet they remain, to a large extent, true even at the 
present timc.^ 


3. HOME CHARGES 

The details of the expenditure incurred in England on account 
of India are as follows ; ^ 

£ Millions 
(in 1936-37) 

(i) Railway debt — interest, annuities, sinking funds 10*9 

(ii) Interest on ordinary debt 6*57 

(iii) Management of debt 1 

(iv) Stores for India 2-83 

(v) Military and Marine 10-91 

(vi) Expenditure in connection with Civil Depart- 

ments in India 0-88 

(vii) India Office and High Commissioner's Office - -23 

(viii) Furlough and Pensions, etc. (Civil) - - - 1-70 

(ix) Unclassified 0-03 

34-21 

The receipts in England amount annually to about £4 million. 
The net expenditure in England is thus about £30 million. 

The Home Charges have for many years past been the subject 

^ ThuB, Sir Walter Layton, the Financial AsBessor to the Simon Commission, 
in commenting on the financial situation in India, Bummariaed its chief features 
in the following words : “ The mass of the people are extremely poor. She is 
incurring exi)enditure on the primary functions of government, such as defence 
and the maintenance of law and order, as high in proportion to her wealth as 
Western nations. Her expenditure on social services such as education, health, 
sanitation, etc., on the other hand, is far behind Western standards, and indeed 
in many directions is almost non-existent.” {Report of the Simon Commission, 
vol. ii, p. 207.) 

® Vide Statistical Abstract for British India. 
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of much adverse criticism. They have been regarded by many 
Indian as well as Enghsh statesmen as one of the main causes 
of Indian poverty. Further, some have described them as a 
tribute levied by England upon India ; and J. S. Mill’s statement 
that “ international payments for which no equivalent in com- 
modities or money is paid have all the effects of a tribute ” has 
been quoted in support of this view. Sir George Wingate ob- 
served many years ago : “ The taxes spent in the country from 
which they are raised are totally different in their effect from 
taxes raised in one country and spent in another. ... In this case 
they constitute no mere transfer of a portion of the national 
income from one set of citizens to another, but are an absolute 
loss and extinction of the whole amount drawn from the taxed 
country.” Sir Thomas Munro also expressed a similar opinion. 

Considered from the standpoint of the economist, the Home 
Charges present two aspects — one political and the other econo- 
mic. As is evident from the analysis given above, about one- 
third of the total amount is spent in England owing to the 
political relations of that country with India, and the remaining 
two-thirds represent payments which are really transactions of 
an economic character. It would be a mistake, therefore, to 
regard the whole amount of the Home Charges as a drain upon 
the resources of the country. But, however legitimate and justifi- 
able some of the payments may be in themselves, there is no deny- 
ing the fact that a large proportion of the total annual revenue 
of India goes out of the country without any direct return. This 
certainly is not satisfactory. Every effort ought, therefore, to be 
made, not only to check the further growth of the Home Charges, 
but to reduce as much as possible their present size. In regard 
to civil expenses, army and marine charges, furlough allowances, 
pensions and gratuities, Indian politicians are of opinion that 
the aggregate amount can, and ought to, be greatly reduced by 
the substitution in a large measure of Indian for British agency 
in the administration as well as the defence of the country. As 
for the debt services, they urge that serious efforts must be made 
in future to raise the capital for productive public works as far 
as possible in India, and that the debt now held in England be 
gradually redeemed and, if possible, replaced by a rupee debt. 
Regarding the purchase of stores, it may be noted that in defer- 
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ence to a strong public opinion, there was established in India 
some years ago a Stores Department, which is intended to bring 
Government purchasers into effective touch with local manufac- 
turers. Since then, textile goods, engineering materials, and 
goods of various other descriptions have been purchased through 
this department to a considerable extent. But this must be 
regarded merely as a beginning. With the gradual expansion of 
the scope of this department, it ought to serve the two-fold 
purpose of reducing the Home Charges and encouraging indi- 
genous industries. 


4. CASH BALANCES 

In order to be able to carry on their operations, the Govern- 
ment must have working balances in hand. On the basis of 
experience it has been estimated that the minimum balance 
required in London is 6 crores (£4 millions) and that in India 
18 crores (£12 millions). On some occasions, however, the 
balances in London were very much in excess of the normal re- 
quirements. During tlie years 1919-20 to 1921-22, for instance, 
these were £12, £7-2, and £9 millions respectively in London, 
and £17-65, £9-22, and £17-11 millions respectively in India. 
The large balances held in London formed the subject of much 
adverse criticism. Government money, it was said, had been 
moved unnecessarily from India in order that it might assist 
the London merchants. It was also pointed out that, w'hile the 
Government were borrowing with one hand, they were lending 
with another at lower rates of interest to ‘ approved borrowers ’ 
in London. Although the critics perhaps went too far in 
accusing the authorities at the India Office of acting from un- 
worthy motives, the position was manifestly unsatisfactory. If 
the Government have in hand moneys for which they have no 
use, they ought to utilise them either in initiating measures 
tending to the benefit of the people, such as primary education 
and sanitation, or for the reduction and avoidance of debt. If 
they have any moneys which they can safely lend out tem- 
porarily, the people of India ought to have the benefit. 
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6. PROVINCIAL FINANCE 

History. Originally, the whole of the revenue of India was treated 
as a single fund, collected into a central account and thence 
doled out piece-meal to the various provinces according to the 
Direct requirements of each. The Provincial Governments collected 
Supreme^ and ultimately disbursed a large proportion of the revenues, but 
Govern- gained nothing by enhanced efficiency, the development 

ment. of public revenues did not proceed fast. Besides, as they had no 
motive for economy, the system led to much extravagance. 
Moreover, there were constant disputes between the Central and 
Provincial Governments. Even the minutest items of expendi- 
ture had to be reported for the orders of the Government of India. 

In order to remedy this unsatisfactory state of things the first 
step was taken in 1871. Certain departments were made over 
to the Provincial Governments, and they were credited with 
departmental receipts together with a lump sum of money. 
The second step towards a system of provincial finance was 
taken in 1877, when some heads of revenue were made over 
to the provinces instead of lump sums of money and the 
Provincial Governments were given power to meet deficits by 
provincial taxation. From 1882 to 1904, there was a system 
Provincial of provincial contracts, which were revised every five years, and 
contracts, which proved to be a fertile cause of friction, improvidence, and 
waste. In 1904, quasi-permanent settlements were made with 
all the provinces. In 1911, the financial settlements with most of 
the major provinces were made permanent : succour to a dis- 
tressed province was to be given only in case of a wide-spread 
famine. On the other hand, the Central Government would call 
upon the provinces for aid in case of a war or in a grave financial 
crisis. Revenue derived from opium, salt, customs, post office, 
telegraphs, mint, exchange, and state railways was wholly 
Imperial. Land revenue, irrigation, stamps, excise, assessed 
taxes, and forests were divided heads of revenue. On the ex- 
penditure side, the charge for mihtary services, debt services, and 
certain other heads were entirely Imperial. General Adminis- 
tration was divided, while many of the important heads of ex- 
penditure were wholly provincial. Subject to certain contin- 
gencies, the settlement was fixed, rigid, and permanent. 
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With the introduction of the Montagu-Chelmsford Keforms, 
this state of affairs passed away. There was a complete separa- 
tion between the finances of the Central Government and those 
of the Provincial Governments. The system of divided heads of 
revenue was altogether done away with. Land revenue, irriga- 
tion, excise, and stamps were wholly provincialised. The pro- 
vinces were also to get a very small share of the growth of the 
income-tax revenue. As under this arrangement the Govern- 
ment of India’s resources were somewhat curtailed, it was 
arranged that in 1921-22, the Provincial Governments should 
contribute 983 lakhs to the Government of India. This, how- 
ever, was regarded as a transitional measure, the ultimate aim 
being to dispense with provincial contributions altogether. 

For the year 1921-22, the fixed provincial contributions in 
lakhs of rupees were ; Madras, 348 ; Bombay, 56 ; Bengal, 63 ; 
United Provinces, 240 ; Punjab, 175 ; Burma, 64 ; Central 
Provinces and Berar, 22 ; and Assam, 15. It was also decided 
that as the finances of the Central Government would improve, 
the provincial contributions were to be reduced. It was arranged 
that the provinces whose contributions reached certain stand- 
ards would have preference in the reduction. Accordingly, con- 
siderable reductions were effected in 1925-26 and 1926 -27, and in 
the central budget for 1927-28, no provision was made for 
provincial contributions. 

As an integral part of the scheme of financial autonomy, some 
independent power of taxation was also conferred upon the 
provinces. They were authorised, without the sanction of the 
Central Government and Legislature, to impose taxes, fees, or 
duties on (1) land put to non-agricultural uses, (2) succession, 
(3) betting or gambling permitted by law, (4) advertisements, 
(5) amusements, (6) any specified luxury, (7) registration, (8) 
stamps other than those of which the amount was fixed by 
Indian legislation. They were also given the right to borrow, 
under certain conditions, on the security of their own revenues. 

Unfortunately, from the date of separation of provincial from 
central finance, both the Central Government and the Provincial 
Governments had to pass through a period of acute financial 
distress. As in the Central Government, so also in the provinces, 
expenditure considerably increased, owing partly to high prices 
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and partly to the increased cost of administration. A large por- 
tion of the provincial revenues was annually swallowed up by 
the reserved departments. Very little was left for meeting the 
growing demands of the nation-building departments, e.g., sani- 
tation, education, industry, agriculture, etc., which were trans- 
ferred subjects under the Reforms. There was dissatisfaction in 
all the provinces on account of the Meston Award, under which 
the revenues were divided between the provinces and the Central 
Government and the provincial contributions were fixed. On 
the other hand, as we have already seen, the Central Government 
also was faced with a series of budget deficits, and was unable to 
come to the relief of the provinces by remitting the provincial 
contributions. This handicap seriously endangered the success 
of the Reforms, inasmuch as the ministers could not effect those 
improvements in the nation-building departments which were 
eagerly and insistently demanded by public opinion. 

In 1921-22, it was found necessary to remit the contribution 
of Bengal (63 lakhs per annum) for three years. The case of this 
province was exceptional, and it had been recommended to the 
especial consideration of the Government of India by the Joint 
Select Committee of Parliament. This concession led other 
provinces also to make demands for a similar remission. In 
1922-23, the position of the provincial administrations became 
serious. Out of nine provinces, seven had to budget for deficits, 
the aggregate deficits amounting to Rs. 352 lakhs. The Central 
Government having failed to come to the rescue of the provinces, 
these latter were compelled to impose new taxation and retrench 
expenditure. In 1922-23, Bengal imposed new taxation to the 
extent of 140 lakhs ; Bombay, 60 lakhs ; Madras, 78 lakhs ; 
Assam, 3 lakhs. Retrenchment Committees were appointed in 
several provinces. The Bengal Retrenchment Committee 
recommended a saving of 190 lakhs, the Punjab Committee, 37 J 
lakhs, and the Bombay Committee, 88 lakhs. These strenuous 
efforts improved the provincial finances considerably in 1923-24. 
The financial positions of the provinces were further strengthened 
by the remission and ultimate abolition of the contributions. 

The system of provincial finance introduced under the Montagu- 
Chelmsford Reforms was subjected to severe criticism both in 
and outside the legislatures. The chief grounds of objection were 
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as follows : Central and provincial sources of revenue were 
demarcated on the wrong principle of a clean-cut ; although the 
provinces required ever-increasing revenues to develop their 
nation-building activities, the more elastic sources of revenue 
were allotted to the Central Government ; the distribution of the 
resources among the provinces was not made on an equitable 
basis, some provinces getting far larger resources than others 
relatively to their respective populations ; the burden of pro- 
vincial taxation fell mainly upon the agricultural classes while 
the industrial classes contributed mostly to the Central Ex- 
chequer.^ 

No heed was paid at the time to these criticisms. The whole 
subject was investigated by Sir Walter Layton, the Financial Layton 
Assessor to the Simon Commission. In the Report submitted by Report, 
him, he fully endorsed the substance of the criticisms. He 
specially emphasised the financial difficulties of Bengal, whose 
position had become almost hopeless.^ He recommended the 
re-allocation of resources as between the Central Government 
and the Provincial Governments, and suggested the imposition 
of a number of fresh taxes. His chief recommendations were as 
follows : (1) “For administrative and fiscal reasons it is desirable 
that the customs duty on imported liquor should be brought into 
relation with the excise policy of each province . . . the pro- 
vinces should be given the right of imposing further duties in the 
form of excises on such liquor in accordance with their excise 

^ For a full discussion of this subject, sec the author’s Provincial Finance in 
India, chap. x. 

* Sir Walter Layton observed : “ The allocation of resources between the 
centre and the provinces respectively has been criticised and with justice on 
three main grounds : 

(a) Although the provinces have rapidly expanding needs, the sources of 

provincial revenue (of which the chief are land revenue, alcoholic excises, and 
stamps) are almost stationary, while the revenue of the centre (the chief 
sources are customs, non-alcoholic excises, income-tax, and salt duty) which 
has to meet comparatively stationary needs has expanded and is capable of 
further expansion. , 

(b) It has treated the provinces very unequally, by giving some of them 
a much greater proportionate increase of revenue than others. 

(c) It has given practically no power to the provinces to tax industrial 
activities, and has therefore handicapped the industrial provinces.” Sir Walter 
pointed out that ” in Bengal the expansion of educational and other services 
has practically ceased.” {Report of the Simon Commission, vol. ii, pp. 235 and 
274.) 
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policy.” (2) “ The revenue from commercial stamps should be 
transferred to the centre.” (3) “ To meet the claims of the 
industrial provinces, one-half of the proceeds of the income-tax 
paid by residents of a province should be assigned to the pro- 
vince concerned.” (4) “ The exemption from income-tax of 
agricultural incomes should be abolished by definite stages.” 

(5) “ There should be a Provincial Fund fed by specially desig- 
nated taxes, including the following : (a) excise on cigarettes, 

(6) excise on matches, and (c) the duty on salt. . . . The re- 
sources of this Fund should be automatically distributed to the 
provinces on a per capita basis.” ^ 

This question was considered in connection with the proposals 
for constitutional changes which were discussed at the Round 
Table Conferences in London. A Committee presided over by 
Lord Peel was appointed at the First Round Table Conference 
to investigate the question. This matter was further considered 
by the Federal Finance Committee which reported in 1932. The 
recommendations made by the Committees were taken into con- 
sideration by the British Government, and some important 
provisions were included in the Government of India Act, 1935. 

This Act provided for a scheme of federal finance. Certain 
heads of revenue were made entirely federal, such as import 
duties, and the corporation tax. Certain others were made en- 
tirely provincial, e.g., land revenue ; duties of excise on alcoholic 
liquors, opium and other narcotic drugs ; taxes on agricultural 
income ; taxes on land and buildings ; duties in respect of suc- 
cession to agricultural land ; capitation taxes ; taxes on pro- 
fessions and trades ; taxes on the sale of goods and on advertise- 
ments ; taxes on luxuries, including taxes on entertainments, 
amusements, betting and gambling. A few other heads of 
revenue were made partly federal and partly provincial, such as 
the income-tax, and, under certain circumstances, duties on salt, 
federal excise duties, and export duties. A fourth category of 
taxes was to be administered by the Federal Government, but 
the proceeds were to be transferred to the provinces, subject to 
surcharges for federal purposes in cases of emergency, e.p., duties 
in respect of succession to property other than agricultural land, 
such stamp duties as are mentioned in the Federal Legislative 
^ Beport of the Simon Commission, vol. ii, pp. 274-276. 
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List, terminal taxes on goods and passengers carried by railway 
or air, and taxes on railway fares and freights. The Act also 
provided for grants-in-aid of certain provinces out of federal 
revenues. 

Sir Otto Niemeyer was appointed by the Secretary of State 
to recommend the proper distribution of the proceeds of a share 
of the income-tax and of the export duty on jute to the provinces, 
as also the subventions to be paid to the different provinces. His 
recommendations were adopted by an Order-in-Coiincil, which 
provided as follows ; Fifty per cent, of the proceeds of the income- 
tax should be assigned to the provinces and to the Federated 
States, and the sums falling to be distributed shall be apportioned 
as follows : Madras, 15% ; Bombay, 20% ; Bengal, 20% ; 
the United Provinces, 15% ; the Punjab, 8% ; Bihar, 10% ; the 
Central Provinces and Berar, 5% ; Assam, 2% ; the North-West 
Frontier Province, 1%; Orissa, 2%; Sind, 2%. But, out of 
the total amount falhng to be distributed among the provinces, the 
Federal Government might retain ‘‘ for a first period of 5 years, 
in each year, the whole or such amount as, together with any 
general budget receipts from the railways, will bring the Central 
Government’s share in the divisible total up to 13 crores, which- 
ever is less, and for a second period of 5 years, in the first year 
five-sixths of the sum, if any, retained in the last year of the first 
period, decreasing by a further sixth of that sum in each of the 
succeeding 5 years ”. 

The Order-in -Council provided further that 62-J per cent, of the 
net proceeds of the jute export duty should be assigned to the jute- 
growing provinces. It also provided for the following grants-in- 
aid out of the federal revenues : the United Provinces, 25 lakhs 
of rupees annually for 5 years ; Assam, 30 lakhs of rupees 
annually ; the North-West Frontier Province, 1 crore of rupees 
annually ; Orissa, 47 lakhs of rupees for 1 year, 43 lakhs of 
rupees annually for the next 4 years, and 40 lakhs of rupees 
annually thereafter ; and Sind, 110 lakhs of rupees for 1 year, 
105 lakhs of rupees in each of the next 9 years, 80 lakhs of 
rupees in each of the next 20 years, 65 lakhs of rupees in each 
of the next 5 years, 60 lakhs of rupees in each of the next 5 years, 
and 55 lakhs of rupees in each of the next 5 years. 

Further, in accordance with the recommendation of Sir Otto 
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Niemeyer, the debts due from the provinces to the centre have 
been consolidated or cancelled, either wholly or in part, and the 
balances held by the Central Government have been decentral- 
ised. The Provincial Loans Fund has, accordingly, been wound 
up as from 1st April, 1937. All receipts and liabilities which, on 
the 31st March, 1937, were associated with the balances of an 
intrinsically local nature, or definitely associated with any 
function which, after that date, has become a function of Pro- 
vincial Governments, have been assumed by the Provincial 
Governments concerned.^ 

This financial arrangement has substantially improved the 
financial positions of the provinces. Some of these provinces, 
however, are not yet completely free from difficulties. Bengal 
is not fully satisfied with the arrangement and demands that 
the whole of the proceeds of the jute export duty and a con- 
siderably higher proportion than 20 per cent, of the provincial 
share of the income-tax proceeds be made over to her. 


6. LOCAL FINANCi: 

Local Government ^ may be considered under three heads : 
Municipalities, District and Local Boards, and Port Trusts. 

The aggregate income of all the municipalities taken together 
was about 38 crores in 1934-35. About 70 per cent, of this was 
provided by Calcutta, Bombay, Madras, and Rangoon. Muni- 
cipal revenue is derived from various sources : Rates and taxes, 
realisations under special Acts, proceeds of municipal property, 
and grants from the Government. Of the taxes, the most im- 
portant are those on houses and land and octroi duties. The 

^ Vide Finance and Revenue Accounts of the Government of India, 1936-37, 
p. 569. 

* The system of local self-government in India was introduced during the 
Viceroyalties of Lord Mayo and Lord Ripon in the seventies and eighties of 
the last century. The municipal bodies are in general partly elected and partly 
nominated, but the system of nomination is now being gradually discarded in 
TOveral provinces. They are subject to Government control in various ways, 
in 1922 there were 751 municipalities in India, containing within their limits 
about 18-8 million people, or about 7 per cent, of the total population. Their 
functions are, roughly speaking, similar to those of the Borough Councils and 
Urban District Councils of England, but their constitutions are less democratic 
and they do not enjoy any control over the police and the maintenance of law 
and order. 
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octroi duties, which formerly used to form a chief source of 
revenue, have now become unpopular, and attempts are being 
made to replace them in provinces by some sort of direct taxation. 

Besides these, there are taxes on animals and vehicles, taxes 
on professions and trades, tolls on roads and ferries, water rate, 
lighting rate, conservancy rates, and other minor taxes. Under 
special Acts the municipalities derive income from cattle-pounds, 
hackney carriages, and licences for the sale of spirits and drugs. 
Most of the municipal bodies also derive income from rents of 
lands and houses, sale proceeds of municipal property, receipts 
from markets and slaughter-houses, fees from educational 
institutions, etc. Their income is often supplemented by grants 
from the Government.^ 

The main objects for which municipal funds are spent are : 
Lighting, police, public health and convenience, including water 
supply, drainage, conservancy, hospitals and dispensaries, vac- 
cination, prevention of plague, the maintenance of markets and 
gardens, the construction and maintenance of roads and build- 
ings, and public instruction. 

The total expenditure of the municipalities often slightly ex- 
ceeds their ordinary income, and these bodies have frequently to 
apply to the Government for special assistance. 

The incidence of the municipal rates and taxes on the popula- 
tion has been calculated at Rs. 5-12 as. per head.^ 

Ill rural areas, District and Local Boards ® perform duties 
similar to those assigned to municipalities in urban areas. 

The funds of District and Local Boards are largely derived 
from rates or cesses levied upon agricultural land over and above 
the land revenue. Since April 1908 the accounts of the Boards 
have been excluded from the general provincial accounts, and 
their funds treated independently in the same way as municipal 
funds. The Boards have also other sources of income, such as 
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^ The incomes, excluding opening balances, of the municipalities of Calcutta, 
Bombay, Madras, and llangoon in 1921-22 were about 2 crores, 3 1 crores, 
68 lakhs, and 85 lakhs respectively. 

* Statistical Abstract for British India, 14th issue, p. 75. 

* The Boards contain a varying proportion of elected members. In 1934-35, 
there were 1,098 Boards (including 448 Union panchayats in Madras). In 
recent years, the number of Union Boards has increased appreciably in some of 
the provinces, while there is a tendency to abolish the Local Boards. 
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cattle-pound receipts, educational receipts, medical receipts, tolls 
on ferries and bridges, and contributions for specific purposes 
from the provincial funds. Their aggregate income (exclusive 
of debt items) is about 16 crores. 

The expenditure of the Boards is chiefly for roads and bridges, 
hospitals, vaccination, conservancy, drainage, water supply, 
primary education, markets, and rest-houses. 

The incidence of the Boards’ rates and cesses is 9| as. per head 
of the population.^ 

Kecently, Union Boards and Panchayat Committees have been 
established in some of the provinces for the local administration 
of villages. 

The administration of the larger ports is placed by various Acts 
in the hands of Port Commissioners, who are charged with the 
provision of suitable dock accommodation, and other services 
necessary to shipping. The Port Commissioners arc empowered, 
subject to the control of the Government, to levy dues on shipping 
and goods, to charge fees for services rendered, to contract loans 
for port improvement, to maintain the harbour and its approaches, 
and to erect warehouses, jetties, harbour lights, and docks, for the 
convenience of commerce and shipping. 

The chief Indian ports are Calcutta, Bombay, Karachi, Ran- 
goon, and Madras. The approximate incomes of these ports arc 
nearly 3 crores, 2-66 crores, 71 lakhs, 72 lakhs, and 31 lakhs 
respectively. Chittagong is also gradually rising into importance 
as a port. 


^Statistical Abstract for British India^ 14th iHsue, p. 87. These figures, 
relating to the incidence of the rates Icvitnl by local bodies, convey no idea as 
to the real burden on the ratepayers, and are therefore quite meaningless. 
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CHAPTP^R XIV 


LAND SYSTEMS 
1. STATE-LAKDLORDISM 

As we have already seen, there is a tendency among Government 
officers to regard the Government as the ultimate proprietor of 
all lands, and to consider the revenue received by the state from 
the people as in the nature of rent. Attempts are often made to 
prove the correctness of the view by a reference to past history. 
The Imperial Gazetteer says : “ Throughout the periods of native 
rule for which we have any historical data, the prevailing custom 
was for the cultivator to deal direct with the representative of 
the state, and the whole of the economic rent passed straight 
from the one to the other. P]ven when there was an intermediary 
and when that intermediary enjoyed, to a greater or less degree, 
the other incidents of proprietary right, he seldom received any 
substantial share of the profits of cultivation, and such dues as 
he might intercept would more fittingly be classed as fees or 
perquisites than as rent in the proper sense of the term. As 
the several provinces passed under British rulef the Govern- 
ment at first continued the native practice of taking as land 
revenue the whole or nearly the whole of the economic rent. 
When the intermediaries were few or we ak, the Government 
dealt direct with the cultivator, e,g., in raiyatwari tracts ; where, 
on the other hand, the intermediaries were numerous and power- 
ful, as in the zamindari tracts of Bengal, Bihar, and some of 
the other provinces, the Government dealt with these inter- 
mediaries, leaving them to collect the rents from the cultivators, 
and, when paying the proceeds to the state, to retain a small 
proportion, [ge nerally 10 per cent., for their own use.) It is 
from this percentage that payments now representing the net 
rental have developed.” It goes on to say : “ The peculiarity 
of Indian rents lies, therefore, in this fact, that whereas in most 
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countries the land revenue is an assignment from the rent made 
by the landowners to the Government, in India the net rent 
is, historically speaking, a relinquishment of part of the profits 
of land by the Government to the landowners.” 

If this theory of state-landlordism be correct, two results will 
legitimately follow — (a) the landlords will sink into the position 
of a merely superior kind of tenants, and (6) the Government will 
be justified in demanding as its revenue the whole of the economic 
rent.^ 

But whatever may be the historical value of such a theory, the 
Government has never put forward a claim to the ultimate 
proprietorship of all land and to its right to an economic rent. 
As B. H. Baden-Powell, a great authority on the subject, says: 
“ Nowhere and under no revenue system does the Government 
claim to take the unearned increment or the whole of what 
remains after the wages of labour or cost of cultivation and 
profits of capital have been accounted for.” ^ The Government, 
as a matter of fact, bases its claim to land revenue on “ the 
ancient right of the state to a share of the produce of the soil ” — 
that is to say, on the historical fact that the rulers of successive 
Governments in India have at all times raised the greater part of 
their state income by levying a tax on the land.® 

Baden-Powell looks at the matter from a practical point of 
view. He says : “ The British Government has everywhere 
conferred or recognised a private right in land, and in large areas 
of country — Bengal, Oudh, and the whole of Northern India, for 
example — it has expressly declared the proprietary rights of the 
landlord and the village owners. It is, then, impossible to say 
broadly that the state takes a reM from the landholders regarded 
as tenants. The Government is certainly not owner. . . . The 

^ E. S. Montagu, in a lecture delivered at the Liberal Colonial Club, London, 
in February 1914, said : “ The Government of India has succeeded to the 
position of premier partner in the land, not only with the rights but the 
corresponding duties of that position. 1 have shown how, in areas under a 
temporary settlement, it has been able to take in the form of revenue a large 
share of the unearned increment from the land ; this is, of course, devoted to 
public purposes, the benefit of which is ultimately shared by the agriculturists.” 

* Baden-Powell, Land Systems of British India, 

* This share usually varied from one-sixth to one-tenth during the Hindu 
period, but was liable to be increased in time of war or of special necessity. 
Akbar raised this share to one-third of the produce. 
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utmost it does is to regard the land as hypothecated to itself as 
security, in the last resort, for the land revenue assessed upon it.” 
He adds in the same strain ; “ After the Government has so 
distinctly conferred proprietary rights in land, any later use of 
the term ‘ universal landlord ’ applied to Government can only 
be in the nature of a metaphor. (The only function of a landlord 
that the Government exercises is the general care for the progress 
of the state, making advances to enable the cultivator to sink 
wells or effect other improvements, advancing money for general 
agricultural purposes, suspending or remittiim the demand for 
revenue owing to famine or calamity of seasonV’ [ Baden-Powell 
gives his final decision in the following sentences : “ The land 
revenue cannot, then, be regarded as a rent, not even in the 
raiyatwari lands. ... I should be inclined to regard the charge 
as more in the nature of a tax on agricultural incomes.” ^ 

Regarded from this standpoint, then, the Government is not 
the ultimate proprietor of all lands. Now, the question arivses. 
Can we point to any class which has absolute proprietary rights 
to the land ? Perhaps it would be safe to answer that there are 
hardly any absolute proprietors in India, but that there are 
various grades of proprietary rights, each of a series of persons 
having some of the characteristics of a landowner. 

The proprietary rights may be divided into five main classes : 

(i) The Government may be the direct owner. 

(ii) The cultivator or landholder may be, for all practical pur- 
poses, considered as proprietor, paying revenue to the Govern- 
ment. This is the system which obtains in the raiyatwari tracts. 

(iii) The Government may recognise one grade of proprietor 
between itself and the actual landholder. The most perfect 
example of this is found in the zemindar of Bengal. 

(iv) The Government may recognise two grades of proprietors 
between itself and the actual landholder. This form is found in 
cases where the overlord’s right has not developed so far as to 
maj^e him sole landlord and all others mere tenants. 

^v) The Government may recognise certain sub-proprietary 
rights, e.g., patni, dar-patni, etc. 

Land tenures in India are largely the result of changes and, 
growths. It very often happened that one set of rights was 
^ Baden-Powell, Land Systems of British India. 
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superimposed upon another, and thus the various grades came 
into existence. 


2. PERMANENT ZAMINDARI SETTLEMENTS 
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During the early years of the East India Company’s rule, the 
revenue settlement was made for very short periods, often for 
one year only. This system caused much inconvenience to the 
Government and great hardship to the people. The Directors of 
the Company realised the evils of the system, and in a letter to 
Lord Cornwallis they not only expressed their disapprobation 
of the frequent changes in the revenue settlements of Bengal, but 
condemned the endeavours which had been made to increase con- 
tinually the land-tax. A remedy against famines, like the one of 
1769-70 which carried off one-third of the population of Bengal 
and Bihar and turned large areas of cultivated land into wild 
jmigle, was also greatly needed. ^Lord Cornwallis took up the 
idea of a permanent settlement which had been advocated by 
Philip Francis.^ Three possible methods of settlement in Bengal 
were open to the Government : (a) a settlement with the raiyats, 
(6) a settlement with the farmers of revenue, and (c) a settlement 
with the zemindars. Shore (afterwards Sir John, Governor- 
General of India) advocated the last method as being the only 
one consistent with good government and the improvement of 
the coimtry. 

The Permanent Settlement was introduced in Bengal in 1793, 
and extended to Benares in 1795. In promulgating the measure, 
the Government had two objects in view : (1) the security of the 
revenue ; and (2) the improvement of the land. The hope was 
entertained that if the land revenue were fixed in perpetuity, the 
landlord would have the greatest inducement to improve his 
estate in the knowledge that anything he could make from his 
estate over and above the land-tax would be his private property, 
and not subject to any imposition by the state. Further, it was 
expected that this act of generosity on the part of the Govern- 
ment would induce the landowner to be generous towards his 
tenants. 

The prevailing opinion of officials in the early years of the 
nineteenth century was that the measure had been attended with 
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great success. The Commissioners of the Agra province in a 
circular letter said, “ The Permanent Settlement concluded in 
the Bengal Provinces has notoriously been attended with the 
happiest success, and the flourishing state of those provinces must, 
we think, be ascribed, in an eminent degree, to that wise and 
salutary measure.” They, therefore, recommended the extension 
of the measure to the Agra province. Many other ofiiciala also 
held the same view, and desired that the Permanent Settlement 
should be extended to the whole of India. But some officers of 
Government began to entertain doubts as to the results of the 
system. 

The Sepoy Mutiny and the famine of 1860-61 gave rise to a 
prolonged discussion on the desirability or otherwise of intro- 
ducing a permanent settlement into the IJiiited Provinces of 
Agra and Oudh. Sir Charles Wood, then Secretary of State for 
India, was greatly impressed by the arguments in favour of a 
permanent settlement and definitely accepted the policy. His 
successors in office also followed his policy, and in 1867 orders 
were actually issued for concluding such a settlement in the 
United Provinces of Agra and Oudh. For financial reasons, 
however, the plan could not be carried out at the time.^ 

Not long after this, the official view underwent a change ; and 
at the beginning of the present century there was almost a 
unanimity of opinion among officials regarding the failure of the 
system. The attitude of the Government towards the measure 
was clearly expressed in the Note on the Land Revenue Policy 
of the Indian Government, 1902, issued in reply to certain 
criticisms of the late R. C. Dutt. The Note was in these terms : 
“ The Government of India know of no ground whatever for 
the contention that Bengal has been saved from famine by the 
Permanent Settlement, a contention which appears to them to 
be disproved by history ; and they are not, therefore, disposed to 
attach much value to predictions as to the benefits that might 
have ensued had a similar settlement been extended elsewhere.” 
“ As regards the condition of cultivation in Bengal . . . there is 
still less ground for the contention that their position owing to 
the Permanent Settlement has been converted into one of 
exceptional comfort and prosperity. It is precisely because this 

' P. N. Banerjea, A History of Indian Taxation. 
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was not the case, and so far from being generously treated by the 
zemindars the Bengal cultivator was rackrented, impoverished, 
and oppressed, that the Government of India felt compelled to 
intervene on his behalf.” 

“ As for the allegation that the Permanent Settlement has 
been the means of developing in Bengal an exceptional flow of 
public-spirited and charitable investment, while the Government 
of India are proud of the fact that there are many worthy and 
liberal-minded landlords in Bengal as there are also in other parts 
of India, they know that the evil of absenteeism, of management 
of estates by unsympathetic agents, of unhappy relations between 
landlord and tenant, and of the multiplication of tenure-holders 
or middlemen between the zemindar and the cultivator in many 
and various degrees are at least as marked and as much on the 
increase there as elsewhere ; and they cannot conscientiously 
endorse the proposition that, in the interest of the cultivator, that 
system of agrarian tenure should be held up as a public model, 
which is not supported by the experience of any civilised country, 
which is not justified by the single great experiment that has 
been made in India, and which was found in the latter case to 
place the tenant so unreservedly at the mercy of the landlord 
that the state has been compelled to employ for his protection a 
more stringent measure of legislation than has been found 
necessary in temporarily settled areas.” 

Independent opinion is divided in respect of this question. 
One view is that it has most effectually safeguarded the economic 
welfare of the people. R. C. Dutt said, “ If the object of the 
Permanent Settlement of 1793 was to create a thoroughly loyal 
class of landlords and a prosperous class of peasantry in Bengal, 
that object has succeeded beyond all expectation.” ^ The earlier 
generations of Indian statesmen favoured this view ; but the 
modern trend of Indian opinion seems to be to look upon the 
measure as a mistake. It has deprived the state of the unearned 
increment of the land, and has not conferred a proportionately 
large benefit on the great bulk of the people. Some people think 
that it would have been an ideal measure if it had been intro- 
duced without the intervention of zemindars. 

J. S. Mill wrote : “ The measure proved a total failure as 
^ R. C. l)utt, Famines in India. 
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to the main effects which its well-meaning promoters expected J.S. Mill’s 
from it. They flattered themselves that they had created 
throughout the Bengal provinces English landlords, and it 
proved that they had only created Irish ones. They did nothing 
for the improvement of their estate, but everything for their own 
ruin. In one generation the ancient zemindars had ceased to 
exist, and other families, mostly the descendants of Calcutta 
moneylenders, now occupy their place, and live as useless drones 
upon the soil which has been given up to them. Whatever the 
Government has sacrificed of its pecuniary claims for the creation 
of such a class has at the best been wasted.” ^ 

A competent official critic ^ observed : “It is true that the 
settlement may have apparently freed the Central Government 
for its wars in southern India, but that freedom was obtained at a 
heavy price in money and internal administrative tangles, that 
freedom was obtained rightly or wrongly at the expense of the 
proprietary classes then existing, and wrongly, without doubt, 
at the expense of the cultivator. The freedom gained by Govern- 
ment was merely temporary ; the destruction of the proprietary 
classes was a permanent bequest to posterity ; while the position 
of the cultivator has remained to this day one of the most difficult 
and insoluble of administrative problems.” 

So much for the defects of the system^ ; but it undeniably has One good 
one good feature. As J. S. Mill observed : “ In this ill-judged feature, 
measure there was one redeeming jioint. The ryots were reduced 
to the rank of tenants of the zemindar, but tenants with fixity of 
tenure. In the parts of India into which the British rule has been 

^ Vide J. 8. Mill, Principles of Political Economy. 

* K. D. Ascoli, Early Land Hevenue History of Bengal. 

* James Mill, in his History of India, said : “ Next after the sovereign the 
immediate cultivators had by far the greatest pt)rtion of interest in the soil. 

The generous resolution vas adopted of sacrificing to tlie improvement of the 
country the proprietary rights of the sovereign. The motives to improve- 
ment which projicrty gives, of which the power was justly appreciated, might 
have been bestowed upon those . . , from whom alone the principal improve- 
ments in agriculture must be derived, the immediate cultivators of the soil. 

For the rights of the zemindars a complete compensation might have easily 
been made.” 

In England the land-tax was made perpetual in 1798, when William Pitt 
the Younger was the Prime Minister. According to H. C. Dutt, the English 
settlement hatl benefited the landed classes only, but the Bengal settlement 
conferred a share of the benefit on the agricultural community. 
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more recently introduced, the blunder has been avoided of 
endowing a useless body of great landlords with gifts from the 
public revenue ; but along with the evil the good also has been 
left undone.” 

Though the Permanent Settlement is open to objection, the 
system of temporary settlements is not without its defects. The 
latter not only means expense and trouble, but the dislocation of 
business. It has, further, the tendency of checking the improve- 
ment of cultivation, and even of paralysing it by an uncertain 
and ever-increasing state demand. And the shorter the period 
for which settlements are made, the greater is the degree in 
which these evils appear. The only solution of the problem seems 
to be to make the settlements for fairly long periods, say, fifty 
years, so as to avoid the defects of both the extremes. 

Before leaving this subject, a few words may be said about the 
zemindar’s right to the soil. A considerable difference of opinion 
exists regarding the question whether the zemindars were origin- 
ally landlordsin the English sense, or only farmers and collectors 
of revenue./ In the great Rent Case of 1865, an authoritative 
opinion was aelivered by the Calcutta High Court, in which the 
judges held the view that the Bengal zemindq 4 :a.were, in their 
origin, not true landowners, but jrevenue-farmers. Some Indian 
statesmen, Eow^erTregarded them as having hem real owners of 
the land, and, in some cases, rulers of portions of the province. 
The view of the Government of Bengal was clearly expressed in 
their letter to the Government of India, dated the 24th of June, 
1901, in which they said, “ But the truth probably lies between 
the position adopted by the advocates of the two sides of the 
question, and while th ere were large numbers of middlemen 
sud denly converted into landholders, there were also here ditar y 
chiefs with all th e attri bute s of j)roj)rietorship that were known 
in feir time in India.” 

Thus whatever may have been the original status of the 
zemindars, in practice as well as in the eye of the law they are and 
must be regarded as actual proprietors of the land they hold, 
subject to the right of the Government to land revenue, and 
of the tenant to whatever rights are vouchsafed to him by law 
and custom. 

1 Note on the Land Revenue Policy of the Government, 1902, 
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3. LAND-REVENUE ASSESSMENTS 

With reference to the land revenue, the tenures are divided 
into two kinds, zamindari and raiyatwari. When the revenue is 
assessed by the state on an individual or a community owning an 
estate and occupying a position identical with, or analogous to, 
that of a landlord, the assessment is known as zamindari ; where 
the revenue is imposed on individuals who are, or who represent, 
the actual occupants of holdings, the assessment is known as 
raiyatwari. Under either system, there may be rent-paying sub- 
tenants. The former system prevails in almost the whole ol 
Bengal, in the United Provinces, the Punjab, the Central Pro- 
vinces, and some parts of Madras ; while the latter is found in 
Bombay and Sind, Burma, Assam, Berar, and the greater part 
of Madras. 

The Revenue Settlements may be either permanent or tem- 
porary. The permanently settled districts cover most of Bengal 
and parts of Madras and the United Provinces ; while in the rest 
of India the settlement is for a period varying from ten to forty 
years. About 20 per cent, of the total area is held by per- 
manently settled and 33 per cent, by temporarily settled zamin- 
dari proprietors ; while the remaining 47 per cent, is held by 
temporarily settled raiyats (or peasant proprietors). 

The land revenue appears to the ordinary person to be a tax 
on rent. But Government officers hold a different view ; they 
rather regard the rent as a deduction from the revenue.^ The 
latter view cannot be regarded as correct from the standpoint 
either of theory or of history. Even at the present moment 
the Government do not claim that they are entitled to take 
the whole of the economic rent as land revenue. For practical 
purposes, therefore, this view is entirely devoid of substance. 

Assessment methods vary according to the kind of estate and 
its mode of working. But two general principles are found to 
underlie these methods. One is to fix empirical rates, which are 
first ascertained only as maximum rates, on the basis of those 
actually paid in the past, but with such increase as can at the 
moment be taken with reference to the rise in prices and pro- 
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gress in prosperity, and then to apply those rates in a sliding 
scale, according to the productivity of particular lands. The 
other principle is applied to all varieties of landlord estate where 
there are tenants ; it consists in finding out the rents which the 
tenants actually pay, and then demand from the landlords a 
fixed proportion of such rents. ^ Except in Bombay (where the 
assessment is not fixed in terms of produce), the land revenue is 
assessed so as to represent a share, not of the gross, but of the 
7iet produce (or net assets). 

In the temporary zamindari settlements, the Government 
usually takes about 50 per cent, of the rent as revenue ; and in 
the permanent settlements about 25 per cent, of the rental on an 
average. The rates of revenue vary greatly with the productive 
power of the soil, advantages of climate and irrigation, and 
facilities for marketing produce. 

The question of the burden of the land revenue is one of the 
most controversial questions in Indian economics and politics. 
Many of the Indian patriots hold that the burden is oppressive, 
that it is one of the causes of the extreme poverty of the masses 
of the people, and that it is a contributory cause of famines. On 
the other hand, the Government officers maintain that the land 
revenue is not excessive, and that it is becoming increasingly 
liberal.^ The calculations given in Government publications 

^ B. H. Baden-Powell, iMvd Mevenue in Britifth India, pp. 47, 48. 

* Vide R. 0. Dutt, Open Letters to Lord Curzon and the Land Revenue Policy 
of the Oovernment of India, 1902. A memorial was submitted by a number of 
retired high officers of the Government in wdiich they urged that (i) where 
Land Revenue is paid directly by the cultivators the Government demand 
should be limited to 50 jx^r cent, of tht; value of the net y)rodu<‘e, after a liberal 
deduction for cultivation expenses had Ix^en made, and should not ortlinarily 
exceed one-fifth of the gross produce ; (ii) where the Land Revenue was paid by 
landlords, the principle adopted in the Saharanpur Rules of 1855, whereby the 
Revenue demand was limited to one-half of the actual rent or assets of such 
landlords, should be universally applied ; (iii) no revision of the Land Tax of any 
province or part thereof should be made within 30 years of the expiration of 
any former revision ; (iv) w'hen such revision would bo made there should be 
no increase in the assessment except in cases where the land had increased in 
value (rt) in consequence of improvements in irrigation works carried out at 
the expense of the Government, or (6) on account of a rise in the value of 
produce ; and (v) that a limit be fixed beyond which it might not be permissible 
to surcharge the land-tax with local ceases. The official reply to these recom- 
mendations was the following : (1) The suggestion that the land revenue should 
be fixed at a share of the produce was impracticable, and would, if accepted. 
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regarding the burden of land revenue do not seem to have been 
arrived at after careful investigation, nor are they based on any 
definite principles. These calculations are, therefore, of no value 
to the student of economics.^ 

4. TENANCY LEGISLATION * 

The object of the tenancy laws of the Government in India is Object of 
to protect the tenant against the effects of an unfair competition, 
and to secure to him the rights conferred by custom. As a large 
proportion of the population is connected wnth the land, a sum- 
mary of the legislative provisions relating to it will perhaps be 
found useful. 

lead to the })lac*iiig of burdens on the .shoulders of the ])e()ple, from which, 
under a less rigid system, if sympathetically administered, they were exempt. 

(2) The Saharanpur Rules, issued in 18.55 (so called because they were issued 
in connection with the resettlement of the land revenue in the Saharanpur 
district of the United Provinces), laid down “ not that the revenue of each 
estate is to l)e fixed as one-half of the net average assets, but in taking these 
assets with other data into consideration, the* Collector will bear in mind that 
about one-half, and not two-thirds as before, of the well-asceilained net assets 
should be the Government demand ”, and the Rules did not prevent them 
from demanding more than 50 |3er cent. (.3) The considerations which deter- 
mined the term of settlement were : ” Where the land is fully cultivated, rents 
are fair, and agricultural production not liable to violent oscillations, it i.s 
sufficient if the demands of the Government are re-ailjusted once in thirty years, 
i.f. once in the lifetime of a generation, and whert^ the opposite conditions 
prevail, where there are much waste land, low rents, and a fluctuating cultiva- 
tion, or again where there is a rapid development of resources owing to the 
construction of roads, railways, or canals, or to an increase of population, or 
to a rise in prices, the postponement of n'-settlement for so long a period as 
thirty years is both injurious to the j>eoj>le, who are uneiiual to the strain of 
a short enhancement, and unjust to the general tax-payer, who is temporarily 
deprived of the additional revenue to which he has a legitimate claim.” (4) To 
deny the right of the state to a share in the unearned increment of land would 
be to surrender to a number of individuals an increment which they had not 
themselves earned, but which had resulted })artly from the actions of the 
Government and partly from a rise in the standard of civilisation. (5) The 
aim of local taxation w as the benefit of the community, and to place an absolute 
limit to such taxation would be against the interests of the people. 

^ The figures of avcrajge incidence of revenue jier cultivated acre are as 
follows ; Bengal, Re. 1-2 as. ; Bihar and Orissa, R. 0-10 as. 7 pies ; Central 
Provinces, R. 1-1 a.; Punjab, R. 1-1.3 as.; Boralmy, Rs. 2; Madras, Rs. 2-5 as.; 

United Provinces, R. 1-14 as. (Vide AgricuUuml Statistics of India and Land 
Revenue Administration Reports). 

* Vide Baden-l’owell, Ijond Systems of British India and the Tenancy and 
Rent Acts of the different Provincial Governments. 
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We have already seen that landlord and overlord rights grow 
up over, and often at the expense of, other rights in land. As 
time goes on, some of the landlords become predominant, and 
the rest of the original landholders tend more and more to sink 
into non-proprietary cultivators or tenants. A certain number of 
such tenants, however, succeed in asserting themselves and 
securing from the landlords permanent tenures. 

It is very difficult to draw a line between the tenants who 
represent the old landowners and those whose position is due to 
contract. In Bengal and the Agra Province, the legislature has 
avoided the difficulty by enacting a general rule that where any 
tenant has continuously held land in the same village for 12 
years, he should be regarded in all cases as an Occupancy Tenant. 
In the Punjab and Oudh, however, the 12 years’ rule does not 
apply ; and in the Central Provinces the right of occupancy 
is granted to tenants irrespective of the length of occupation.^ 
But in these provinces a number of privileged landholders is 
recognised as sub-proprietors. It should, however, be noted that 
the contents of the right of occupancy differ from province to 

law of Bengal divides tenants into three classes : 
(1) Tenure-holders ; (2) Ryots ; and (3) Under-ryots. The 

ryots, again, are divided into (a) Ryots holding at fixed rates 
(that is, either at a rent fixed in perpetuity or a rate of rent fixed 
in perpetuity) ; (b) Occupancy-ryots, that is, ryots having a right 
of occupancy in the land held by them ; and (c) Non-occupancy 
ryots. 

A Tenure-holder is a person who has acquired from a proprietor 
or from another tenure-holder a right to hold land for the purpose 
of collecting rents or bringing it under cultivation by establishing 
tenants on it ; and the term includes the successors in interest 
of persons who have acquired such rights. 

A Ryot ^ is a person who has acquired the right to hold land 
for the purpose of cultivating it by himself or by members of his 

1 Central Provinces Tenancy Act, 1920. 

*In determining whether a tenant is a tenure-holder or a ryot, the court 
shall have regard to (1) local custom, (2) the purpose for which the right of 
tenancy was originally acquired. Where the area held by a tenant exceeds 
100 bighas, the tenant shall be a tenure-holder until the contrary is proved. 


provinc^ 
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family, or by hired servants, or with the aid of partners ; and the 
term includes the successors in interest of persons who have 
acquired such rights. 

Under-ryots are tenants holding land, whether immediately 
or mediately, under a ryot. 

In Bengal, ryots at fixed rates are the highest class of tenants. Privileges 
and have practically very much the same privileges as the tenure- 
holder. The rent cannot be enhanced and the holder cannot be r^tes. 
ejected, except for some express breach of the conditions of 
tenancy. All other privileged tenants are grouped together as 
occupancy tenants. The rest of the tenants are tenants-at-will, 
who have only the benefit of some protective provisions, e.g., 
notice of ejectment of not less than six months, etc. 

The existing tenancy law of Bengal is based on the Bengal Tenancy 
Tenancy Act of 1885, as amended in 1928 and 1 938. The amend- 
ing law of 1938 provides for the abolition of the landlord’s transfer of 1938. 
fee and his right to pre-emption ; a right of pre-emption has, 
however, been given to co-sharer tenants of occupancy holdings. 

All provisions relating to enhancement of rent have been sus- 
pended for a period of 10 years beginning from the 27th August, 

1937. There are other provisions also to give financial relief to 
agriculturists, e.g., the rate of interest on arrears of rent has been 
reduced from 12^ to 6J per cent, per annum. The right has also 
been conferred on tenure-holders to surrender their tenures and 
under-ryots to surrender their holdings. 

The whole question of tenancy laws and the permanent settle- 
ment is at present the subject of investigation by a Land Revenue 
Commission, with Sir Francis Floud^ as Chairman. 

The Agra Tenancy Act of 1926, which superseded the Act of Tenant 
1901, made substantial alterations in the relations between 
landlords and tenants. Under the previous Act there were five pro*^ince, 
classes of tenants — (a) permanent tenure-holders, (6) fixed-rate 
tenants, (c) ex-proprietary tenants, (d) occupancy tenants, and 
(e) non-occupancy tenants. Two other classes were added under 
the Act of 1926, viz., statutory tenants and heirs of statutory 
tenants. The first two classes are to be found only in the per- 
manently settled districts. A fixed-rate tenancy is one which has 
been held by a tenant from the time of the Permanent Settlement 
at the same rate of rent. Such tenants have a right of occupancy 
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in Oudh, 


in Central 
Provinces, 


at that rate. The right of occupancy arises when a tenant has 
held the same land continuously for a period of 12 years. Ex- 
proprietary tenants are occupancy tenants in their sir and in 
the land which they have cultivated continuously for 10 years at 
the date of the transfer. With regard to the enhancement of rent 
of occupancy holdings, fair and equitable standard rates are 
determined by the Government. The ex-proprietary tenants 
have a privilege in this that their rent is 12| per cent, less than 
the rate prescribed for occupancy tenants. Statutory tenants are 
those who were at the commencement of this Act tenants, but 
who did not fall into any of the above categories. Statutory 
tenants may also be admitted without the right of occupancy 
after the commencement of this Act if they cultivate the land 
of the tenure-holder’s own holding. Such tenants are called 
statutory tenants because their rights arise from the j)ro visions of 
the Act, and they are entitled to a life tenancy of the holding. 
No statutory rights accrue in favour of a sub-tenant. The heir 
of a statutory tenant is entitled to succeed to the tenancy, in the 
event of the death of the statutory tenant, until the expiry of the 
period of the lease or for a period of five years from the date of 
such death, whichever is longer. All other tenants are non- 
occupancy tenants. 

In Oudh, an attempt was at first made to introduce the policy 
followed in the Agra Province of ignoring the overlords and dealing 
with the villagers as proprietors, but after the Mutiny a settle- 
ment was made with the Talukdars. This necessitated an elabor- 
ate series of provisions as to the protection to be afforded to 
tenants in the Taluks. The rights of the tenants are recognised 
and protected by the tenant law of 1886 as amended by Act IV of 
1921, which ensures permanent occupancy to hereditary tenants, 
and the limitation of their rents. Enhancement is possible only 
at times of settlement and in every tenth year of settlement.^ 

In the Central Provinces, the landowners or Malguzar pro- 
prietors have a strictly limited control over a large part of the 
tenantry, both as regards raising of rents and ejectment. Eject- 

^ At the time of writing a bill consolidating the tenancy laws of Agra and Oudh 
is before the United Provinces legislature. Two of the objects of this measure, 
viz., the curtailment of the landlords* rights over sir (proprietor’s own) lands, and 
procedural changes in favour of the tenant, aroused considerable discussion. 
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merit of the tenants of the privileged classes can only be effected 
by a decree of court on very special grounds, and enhancement of 
rent is restricted. The Central Provinces Tenancy Act mentions 
specifically absolute occupancy tenants who caimot be ejected for 
any cause whatever, and whose rent must be fixed for the term 
of settlement. The next class is that of the ordinary occupancy 
tenants. The rights of this class, however, are not growing as in 
Bengal and the Agra Province. Tenants holding land as a 
remuneration for village service are specifically recognised in 
this Act. Ordinary (that is non-occupancy) tenants are protected 
in various ways. 

In the Punjab, the occupancy right is purely of natural growth. 
The Punjab law defines as occujmncy tenants those who for two 
generations have paid neither rent nor service to the proprietor, 
but only shares of the land-revenue, those who are ex-proprietors, 
those who had settled along with the founder and aided in the 
first clearing, and those who had been revenue-assignees and had 
remained in possession of the land. These naturally-entitled 
classes are given different degrees of privilege.^ 

In Madras, every tenant is allowed to have whatever privilege 
he can prove. There is no artificial rule about the rate of rent or 
the limit of enhancement. All contracts, express or imphed, are 
enforced. If there is no contract, the rate is to be that of the 
Government assessment, or, failing that, the customary rate of 
the locality. Tenants in general can only be ejected pursuant to a 
decree of court, but they can always relinquish the land at the 
end of the year.^ 

In Bombay, the li older of the land is either a direct occupant 
paying revenue to the Government, or is an inferior occupant 
paying rent to some superior. In the latter case, if there is an 
agreement, the terms alone determine the features, rent-charges, 

^ Punjab is mainly a land of {)ea8ant proprietors and rents are automatically 
adjusted to changes in the value of the produce. Alienation of land to non- 
agriculturists had been regulated for long in the Punjab and recent amendments 
to the Punjab Land Abenation Act provide for the cancellation of benami 
transactions, and for placing agriculturist money-lenders on the same dis- 
advantageous footing as non-agricultural money-lenders. 

* Vide the Madras Estaies Land Act. 1908, as amended up to 193C. A com- 
mittee in Madras has reported (in 1938) that in the permanently settled tracts 
there should be a reversion to the rat<*s of land revenue prevailing in 1802. 
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and liabilities of the tenancy ; if not, then the usage of the 
locality is referred to. 

in Bihar, In Bihar a tenant who has cultivated land in a village for 12 
years is a settled ryot, and every settled ryot acquires occupancy 
right not only in respect of the land he cultivates for 12 years, 
but also in respect of other lands of which he may come into 
possession as a tenant. An occupancy holding is heritable, but 
under a recent ^ amendment a tenant can divide his holding 
among his co-sharers and the landlord is bound to recognise such 
division. Under-ryots have also been enabled to acquire occu- 
pancy-rights if they have cultivated land for 12 years as under- 
ryot. 

in Orissa. After the creation of the new province of Orissa, the principal 
changes introduced relate to the abohtion of landlord’s transfer- 
fee and the granting of the right of tenants to trees in places 
where the settlement records are silent thereon. Both in Bihar 
and in Orissa, as is to be expected, there is a certain similarity 
with conditions in Bengal, due to historical reasons. 

Since the advent of provincial autonomy, tenancy legislation 
has been undertaken in all the provinces. The condition of 
Indian tenants is at present far from satisfactory and every 
effort should be made to improve it. Agriculture is the 
occupation of the bulk of the people of India, and no stone 
should be left unturned to improve this primary industry. 
Legislative proposals should be based on principles of equity 
and justice to all classes of the population. 


' Bihar Tenancy {Amendment) Act of 1938. 



CHAPTER XV 


FAMINES AND SCARCITIES 

During the Hindu period of her history, India did not enjoy 
absolute immunity from famines. But judging from the infre- 
quency of allusions to these calamities in the ancient Sanskrit 
works, as well as the testimony of foreign travellers,^ it would 
not be unsafe to make the assertion that famines were exceptional 
occurrences in ancient India. When they did occur, adequate 
relief measures were undertaken by the state. Chanakya, in his 
Arthasastray mentions the following among other remedial and 
relief measures : (i) remission of taxes, (ii) emigration, (iii) the 
granting of money and grain from state funds, (iv) construction 
of artificial lakes, tanks, wells, etc., and (v) the importation of 
grain from other places. ^ 

The historians of the Mahomedan period have left records of 
several famines, four of which were very severe. The first 
occurred in 1343, when the well-meaning but half-insane Muham- 
mad Tughlak was the sovereign of Northern India. The distress 
was of a most acute character, but the Sultan was not slow to 
organise relief measures on an extensive scale. He “ ordered 
provisions for six months to be distributed to all the population 
of Delhi During the reign of Akbar, “ there was a scarcity of 
rain throughout the whole of Hindustan, and a fearful famine 
raged continuously for three or four years.*' The Emperor ordered 
that alms should be distributed in all the cities ; and Nawab 
Sheikh Farid Bokhari, being ordered to superintend and control 

* Mogasthenes aays : “ Famine has never visited India and there has never 
been a general scarcity in the supply of nourishing food ” (McCrindle, Ancient 
India as described by Megasthenes and Arrian). 

* Kautilya, Arthasastra^ bk. 4, chap. 3. 

* “ The Judges, Secretaries, and other Officers inspected all the stores and 
markets, and supplied to every person provisions for half a year ” (Elliott, 
History of India). 


History of 
famines : 
Hindu 
period. 


Mahome- 
dan Rule. 


255 



256 


INDIAN ECONOMICS 


East 

India 

Com- 

pany’s 

Rule. 

1770. 


1784. 


1792. 


1802-03. 


their distribution, “did all in his power to relieve the general 
distress of the people.'’ ^ The fifth year of the reign of Shah 
Jehan witnessed one of the greatest famines recorded lin history. 
It afflicted almost the whole of India, and, in spite of the vigorous 
measures of relief adopted by the Emperor, a prodigious mor- 
tality ensued. There was another great famine in the reign of 
Aurangzebe. James Mill thus writes of the measures adopted to 
cope with this calamity : “ The prudence of Aurangzebe, if his 
preceding actions will not permit us to call it his humanity, 
suggested to him the utmost activity of beneficence on this 
calamitous occasion. The rents of the husbandmen, and other 
taxes, were remitted. The treasury of the Emperor was opened 
without limit ; corn was bought in the provinces where the pro- 
duce was best, conveyed to those in which it was most defective, 
and distributed to the people at reduced prices.” 

During the rule of the East India Company, “ India suffered, 
in one part or another, from twelve famines and four severe 
scarcities.” ^ The first of these was the dreadful calamity of 1770, 
“ by which more than a third of the inhabitants of Bengal were 
computed to have been destroyed.” ® Although signals of the 
impending disaster had been received in 1769, nothing had been 
done to check the famine, and even when distress l)(?oame acute, 
no relief measures on an adequate scale were adopted.* In 
Madras, 1781 and 1782 were years of severe scarcity ; and in 1784 
a severe famine devastated the whole of Northern India. A 
drought in Madras and Hyderabad in 1791 was followed by an 
intense famine the next year. It was on this occasion that relief- 
works were first opened by the Madras Government for the 
support of the famine-stricken. In 1802 03 a failure of rains 
led to famine in Bombay and scarcity in Madras, which were 
followed the next year by a widely extended famine in the North- 
Western Provinces and Oudh (now called the United Provinces 
of Agra and Oudh). The measures adopted on this occcasion 

^ Dowson, History of India. 

^Report of Famine Commission, 1901, p. 1. 

* James Mill, History of India. 

* The price of common rice rose from 40 seers per ru{)ee it) 3| seers. In the 
plentiful year of 1714, coarse rice had sold at 120 seers the rupee, and wheat 
90 seers. Vide Col. Baird Smith’s Report, Sect. II, p. 29. 
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consisted in making remissions of the revenue, in giving loans 
and advances to landowners, in offering a bounty on all grain 
imported into Benares, Allahabad, Cawnpore, and Fatehgarh. In 
1806-07, there was a severe scarcity in some districts of Madras.^ 
The next great famine was that of 1833, known as the ‘ Guntur 
famine It affected the northern districts of Madras, and parts 
of the Southern Mahratta country and of Mysore and Hyderabad. 
The severity of the calamity was not recognised by the Govern- 
ment till it was too late, with the result that 200,000 persons 
died in Guntur out of a population of 500, 000.^ In 1837 there was 
a severe famine in Upper India. Public works were opened at 
several centres, but the work of relieving the helpless and the 
infirm was left in the hands of the charitable public. The mor- 
tality was great, and the extremity of suffering endured by the 
people was such as to leave behind a wide-spread and lasting 
recollection of the horrors of the calamity.® In 1854, a famine, 
severe, though limited in area, visited Northern Madras. 

^§ince the transfer of the administration of India from the 
Company to the Crown, there have been ten important famines, 
besides a large number of severe scarcities. The first famine 
occurred in 1860 - 6 U the chief area affected being that between 
Delhi and Agra. This was the first occasion in British India on 
which poor-houses were used as a means of relief ; and it was 
also the first time when the authorities thought fit to enquire 
into the causes, area, and intensity of the famine, as well as the 
measures to be adopted to cope with distress, Col . Baird Smith 
being placed on deputation for the purpose. A drought in 1865 
was followed the next year by a severe famine. The calamity 
fell with the greatest intensity on Orissa, hence its name, the 
‘ Orissa famine ’ ; but it also affected Madras, Northern Bengal, 
and Bihar. The Government officers, although forewarned, took 
no steps to meet the approach of the calamity, so that when it 
came they wx^re absolutely helpless. It w’as estimated that about 

* This scarcity gave the occasion for a discussion regarding interference with 
private trade. The Government at the outset declared against any interfei’ence, 
but in the end they conceived it necessary to purchase grain, guaranteeing a 
minimum price to importers. The principle of non-intervention in trade was 
followed in 1812-13 and 1824-25. 

* Report of Famine Commission, 1880. 

» Ibid., 1880. 
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a million persons died in Or issa alone. A year had hardly elapsed 
before Northern a.r>d CpntTaf Tndla-grpTe visited by one of the most 
wide-spread and gri evou s famiaes on record. The conditions were 
T5e~ w6rs^ m "Sajput ana^ and Central India, where there was an 
entire loss of crops as well as of fodder and grass, besides a dearth 
■oTwaberj^and^^ add to the miseries of the people, an epidemic 
of cho lera b roke out and spread in all directions. Prompt action 
was taken by the Government to reheve distress, but th( ^rejie f 
given was hard ly commens ura te with the magnitude of the 
distress, and there was considerable loss of life. 

In 1873, Bi h ar and the easter n distr icts o f the United Plgyinces 
were afflicted with a famine. The Bengal Government, however, 
took~pr onipt a ction and carried out rchef measures on a scale 
and witEathoroughness which had never been equalled before. 
The total cost of the rehef measures amounted to nearly 10 crores. 
The great famine o £_l&7 6r-78 was, in respect of the area and the 
population affected, as well as the duration and the intensity of 
the distress, the most grievous calamity experienced since the 
beginning of the nineteenth century. It affected Madras, Bom r. 
bay, the United Provinces ^_and the Puni^^b. The relief measures 
on this occasion were insufficient and imperfectly organised. Xhel 
Government refused to recognise their responsibility for saving 
human lives, and declared with cynical calmness that “ the task 
of saving life, irrespective of cost, is one which is beyond their 
power to undertake, and that in the interests of the distressed 
population itself, as well as of the taxpayers generally, the Govern- 
ment of India was bound to adopt precaution against indolence 
or imposition.” ^ Small wonder that a fearful mortality was the 
result of the adoption of such a policy! 

Between 1878 and 1896, t here were two famines and five 
scarci^a^B of them of a more or less local character. The great 
famine of 1896 -97 affected almost every provinc e, th ough in 
varying degrees of inJensityTtEe'p^^ sorely a fflicted being 

estimated at 34 millions . In addition to the opening of public 
works at various centres, gratuitous rehef was given extensively, 
and in many parts of the country people were reheved in their 
own homes. The relief operations were conducted with a fair 
measure of success, except in the Central Provinces, where the 
^ Report of the Famine CommissioUt 1901 . 
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death-rate rose very high above the normal.^ The total cost of 
]^ef mea^ures^' ^ ’ 

Following closely upon this came another calamity of the 
severest type, namely, the famine of The area and 

the population affected were, roughly, 189,000 square miles and 
j S^ niillions respectively. The authorities failed and, in some 
cases, refused to open relief worlS in tEe early stages of the 
famine ; and when they were opened such vast numbers came 
on them that the system almost completely broke down in many 
cases. The total expenditure amounted to 10 crores, and the 
excess of mortality over the normal was 1,236,85^. Several 
famines and scarcities of a local character occurred after 1900, 
those of i906- 07_and 1907-08 being the most important. It was 
not, however, considered necessary to adopt any large scheme of 
relief on any of these occasions. 

From this brief sketch it is evident that famines are freque i^ly 
recurring calamitjes in India. It was estimated by the Famine 
“Commissioners of 1880 that, on an average, there are two bad 
seasons to seven good, and one- tw elfth of the p opula tion may be 
'approximately taken as the i)ortion affected by- ea(i famine^ 
“Borne provinces are more liable to these calamities than others, 
but hardly a year passes in w'hich some part or other of the 
country does not, in some degree, suffer from a famine or a 
scarcity. The more important famines come at irregular inter- 
vals,® though not without warning. 

The first signal of an approaching famine is a fai lure of rains, 
followed by fail ure of crops. Prices rise high, and the less 
jjfficient among the laboure r, fin ding no employm^t, swell the 
ranks ^of beggars. At the same time there is a contraction of 
credit and of private charity. Theft and robbery increase, and 
Tj^eneral restlessness is visible among the people. There is also 
a deterioration in the health of the people, which often leads to 
epidemics of a serious kind. 


^ Report of the Famine Commission, 1898. 

-Relief was given to 821 millions of persons at an average cost of 1-42 
^nas a day for each person i-elieved.*’ {Report of the Famine Commission, 1898.) 

^ It has sometimes been suggested that famines occur in cycles, but, as the 
Commission of 1880 remarked, our knowledge of the periodicity of past famines 
does not enable us to calculate such cycles. 
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In order to cope with famines, all the provinces have their 
Famine Codes. ^ which, differing in minor details, agree in all 
essential matters. They prescribe the precauti onary or prepara- 
tory arrangements to be per manently maintained in ordinary 
Jaimes, and the steps to be taKeh wlien the information received 
indicates th e immin ence of s^rci^ or famine. They also lay 
down the duties of all officers concerned when famine or scarcity 
is actually present, and the various measures of relief to be 
adopted. 

As soon as the Local Government are able to read the first 
signals of an approaching famine or scarcity, it is their duty to 
take the necessary steps for meeting it. The Famine Commissions 
recommended a plan of work which may be briefly described 
thus : Djuing the first stage, 

Cn liheral advances should be given for the construction of 
temporary, and the repair of permanent, wells, and for other 
village improvements ; 

non-official co-operation should be enlisted and the 
organisation of public chari ty should be vigorously taken in hand : 

vtih^^beral advances should be given for the purchase of seed- 
for the ensuing crop ; 

^)^e johce should be supplied with funds to relieve 
warmerers in distress ; 

^^xt'est works should be started, and poor-houses should be 
opened the chief centres of population ; 

enquiries as to suspensions of revenue should be begun ; 
relief circles should be organised, and the necessary 
inspections should be made ; 

Jyiii) preliminary lists should be drawn up of persons eligible 
for gratuitous relief ; 

if there are threatenings of a scarcity of fodder or drink- 
ing water, steps should be taken to meet them and to encourage 
private enterprise to import fodder and to develop the water- 
supp^C 

J^he object of test works is “ not to relieve famine, but to test 
the presence of it : not to relieve hunger, but to find out whether 
people are hungry Directly the numbers attending test works 

^ In 1883, the provincial Famine Codee were first promulgated. Since then 
they have undergone several revisions. 
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indicate that further relief measures are necessary , test works 
should be converted into relief works, which are the backbone of 
famine-relief administration. AU who apply and are capable of 
working should be admitted to relief works and task and wages 
should be graduated according to their respective strength and 
physical requirements. The fundamental principle of the famine 
wage is that the lowest amount su fficien t to maintain health ” 
should be giveJil Relief works should be of two kinds f public 
works and village works. The former would be works under the 
control of the Public Works Department, and would engage large 
numbers of people. The latter would be under the revenue 
authorities and would be local works of use to a particular village 
or group of villages. 

The distribution of gratuitous relief should also begin when Gratuit- 
test works are converted into relief works ; _a ^d care should be 
taken to see that all persons entitled- by the Code to receive- it are 
'brought upon the list. These are persons having no relative able 
and bound to support them, who arq incapacitated by physical ^ 
infirmity, or by their presence at home being necessary to attend 
'"mi sick or infant children, from earning a subsistence on relief 
works. 

Poor-houses also should at the same time be started at all Poor- 
eonvenient centres for the reception of persons imfit to work, who houses, 
either have no homes or cannot conveniently be sent to their 
homes, and of })ersorLS in need of relief who, though fit, refuse to 
labour.^ 

Of the minor measures of relief, the most important is that of Kitchens 
kitchens, intended mainly for the dependents of persons engaged 
on the relief works. The other measures are [a) gratuities or semi- 
gratuitous relief to jmrdanashin women, (6) relief to respectable 
men, (c) relief to artisans, (d) relief to weavers, and (e) temporary 
orphanages. 

Before the rains break, and in time for the prudent use of the Last 
money, lar ge ta kavi advances should be given for cattle and seed, 
and Charitable Fund donations should be distributed. At the 

^ The Famine Commissioners of 1901 observed in this connection : “ We 
were struck by the failure of the local officers in Bombay in this respect ... a 
failure which was one of the causes of the great mortality in Gujrat ” {Bepoti, 

p. 20). 
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beginning of the monsoon, people may be induced to leave the 
relief works, provided the necessary pressure is used with the 
greatest caution and safeguarded by a large extension of gratu- 
itous relief. After the necessity for state relief has completely 
ceased with the growth of new crops, all relief operations should 
be closed. 

The rules recommended by the several Famine Commissions 
and embodied in the Famine Codes leave very little to be desired. 
But in practice the success o f operations dc j)c nds very largely 
upon the foresight, energy, and sympathy of the executive officers 
of the Government. In this connection three things are necessary 
to be borne in mind : first, that it is desirable to take steps for 
warding off a calamity, if possible ;^^s^ndly, that it is ultimately 
economical to start relief operations early ; and ^hjpdly, that for 
preventing loss of life and preserving the health and strength of 
the people, relief ought to be given liberally. 

We ought not, however, to rest content with mere palliatives. 
Prevention is always bettef than cure, and it would certainly be 
wise to find out the root-causes of these calamities and to adopt 
the necessary preventive measures. Of course, the moat o Rvimia 
and dire ctj^Sipaft Hronghf. that is to say, the late commence- 
ment, or insufficiency, or early cessation of the monsoon rains. 
Disforestation has been pronounced by experts as a cause of 
insufficient rainfall ; and a more perfect system of afforestation 
than has hitherto been practised will, it is believed, go a long way 
towards preventing drought. The artificial supply of water by 
means o f irrigation is of even greater importance ; and although 
much has been done in this matter, there is still room for a great 
deal more of work. The Famine Commissioners of 1901 said : 

‘‘ All provinces do not, indeed, present practicable schmies for 
the construction of great canals ; but the possibility of smaller 
protective works has in no province been exhausted, while in 
some povinces they have as yet hardly been examined. For 
storage tanks, reservoirs, and, above all, irrigation wells, the 
scope and the necessity are very great.” Improved methods of 
agricult ure and the adoption of a system of ‘ dry cul^ft’^on ^ " 
are alscTneeded to ensure the production of SropsT'ISDin'gtimes^ 
crops are destroyed bjr floods, ag ainst which an efficient system 
of drain age is the only safeguard. Insect pests have also been 
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known to be destructive to crops, but with the aid of science it 
ought not to be very difficult to check this evil. 

Important as these physical causes are, the chief cause of 
famines is an economic one. Drought or excessive rainfall may 
be responsible for the insufficient production of crops in certain 
areas, but the main reasons for the heavy mortality and the 
intense suffering which accompany a failure of crops is to be 
found in the fact that the people have no reserve p o wer . The 
Famine Commissioners of 1880 ^ held that there was enough food 
in the country to feed the entire population, even in the worst 
years ; and the Famine Commissioners of 1898, concurring in 
this view, remarked, “ We think that the surplus produce of 
India, taken as a whole, still furnishes ample means of meeting 
the demands of any part of the country likely to suffer from 
famine at any one time, supposing such famine to be not greater 
in extent and duration than any hitherto experienced.” ^ The 
calamities which devastate the country from time to time are not, 
therefore, crop famine s, bu t money famiaes. It is not the lack 
of food which the people suffer from, but the want of resources 
with which to buy food. Speaking of the poverty of the culti- 
vator, the Famine Commissioners of 1901 said, “ In good years 
he has nothing to hope for except a bare subsistence : in bad 
years, like last year, he falls back on public charity.” But there 
is a class of persons whose condition is much worse than that of 
cultivators, namely, th(^ landless labourers. This class is, in fact, 
the first to succumb to the effects of a famine. It is not, however, 
these sections of the community alone but almost all sections 
that are affected, in a greater or less degree, by famines. 

Whatever differences of opinion may exist about the improve- 
ment in recent years of the material condition of the people, that 
there is still a dense mass of poverty is admitted on all hands. 
Now this general poverty can be traced to several causes. The 
great bulk of the people is dependent on ag riculture ; and 
agriculture as a profession is not so remune rative as manufac- 
tures are. Most of the old handicrafts have died emt, and only a 
few modern industries have as yet been established. The .^popula- 
tion of the country has considerably inc r easej i, but it has not been 

^ Report of Famine Commission^ 1880, p. 69. 

* Ibid., 1898. 
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accompanied by a proportionate increase in the wealth of the 
country. Again, a costly system of a dministration has necessi- 
tated the imposition of a h eavy b urden of taxation, and the 
annual dralTi pf w ealth leaves the country poorer an3 poorer as 
one year succeeds another. Lastly, Jitigat^on, t he c ustom j)f 
early marriage, and those social habits which prompt improvi- 
dfifit_je 3 ^enditure in ceremonial functions, add largely to the 
miseries of the people. 

Several measures can be suggested for combating the poverty 
evil. Besides introducing improvements in the method of agri- 
culture and extending the cultivated area, every effort should be 
made to diversify the occupations of the people. The Government 
and the"people should join hands in establishing manufactures of 
various sorts, — large-scale industries, medium-size industries, as 
well as small handicrafts and cottage industries. As Sir H. S. 
Cunningham said, “ The direct, deliberate, and systematic pro- 
motion of industrial enterprise is not a less important duty, and 
its thorough recognition by the state would, I believe, be the 
most important administrative reform of which the Indian system 
is capable.” A reduction of public expenditure and of the amount 
of the annual drain is urgently needed so as to make a red uction of 
taxation possible. Greater moderation in the assessment of the 
land revenue, together with less rigidity in its collection in bad 
years, and, if possible, a definite limitation of the share of the 
state in the income derived from the land, will ensure to the 
cultivator the fruits of his labour and greatly improve his econ- 
omic condition. Emigration, if properly organised, will appreci- 
ably help to relieve the pressure of the population on the soil. 
The extension of co-operative credit will be very useful in check- 
ing indebtedness and promoting thrift among villagers. The 
establishment of Arbitration Courts will decrease ruinous litiga- 
tion. And, lastly, it is to be hoped that the leaders of society will 
take active steps to root out evil customs, wherever prevalent. 

In some quarters there is a tendency to regard the famine 
question as identical with the question of u nempl oyment. A 
famine does, no doubt, throw workers out ofem ployment ; but, 
unlike the unemployment which one finds in England and Ger- 
many, it affects millions of men , and the magnitude of the distress 
which ensues is unimaginable in modern Europe. Hundreds of 
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thousands of people succumb to starvation or to diseases which 
lie in the wake of famines, and those who are left behind remain in 
a condition more miserable than before, — thei r^esources crip pled. 
health shat tered , and capacity for work greatly impaired^ A 
famine also means mucITTbss to the Goveniment. Dec rease of 
revenue and increase of expenditure combTn~to dislocate its 
iirraiicesT It would be extremely unwise, therefore, to minimise 
the importance of this serious question. And if science and state 
effort have succeeded in making famines an impossibility in 
modern Europe, there is no reason why they should be allowed 
to continue their ravages in India. 

As a result of recent constitutional changes, the principal 
responsibility for the relief as well as of prevention of famines 
has fallen on Provincial Governments. Since the Montagu- 
Chelmsford reforms every province has to maintain a 
Famine Insurance Fund, the amount depending upon the 
liability of the province to the occurrence of famines and the 
extent of relief that may be required. In some cases, e.^., irriga- 
tion and control of floods, inter-provincial co-operation will be 
essential. Some of the fundamental causes of famines pointed 
out before can, however, be remedied by concerted action taken 
by the Central Government and the Provincial Governments. 
It should be remembered in this connection that the Central 
Government is still responsible for guiding India’s fundamental 
economic policy and institutions, e.g., banking, railways, currency, 
exchange, tariffs, etc. It is to be hoped that the transfer of 
political power to popular ministers in the provinces and in the 
centre will before long result in a scientific and planned drive 
against poverty, famine, and scarcity. 
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We have already seen that in many parts of India the normal 
annual rainfall is very defective ; and in some others, although 
the total quantity of rainfall is large, it is badly distributed with 
reference to the seasons or the requirements of the crops. In all 
these areas, irrigation is necessary for the growth of crops. 

Irrigation has been practised in India from very early times. 
The remains of the canals constructed by Hindu monarchs as 
well as by Mahomedan rulers are still to be found in many parts 
of the country.^ But the chief works executed by Hindu kings 
were tanks of which there are thousands, — many silted up, many 
in ruins, many dry by destruction of the supply channels. The 
whole of Southern India is still covered by a network of old tanks, 
and millions of acres are still irrigated by them. These tanks 
vary in size from a few acres to ten square miles of water surface. 
In some places there is the chain system, where the surplus of 
one tank flows into the one below. Well-irrigation has always 
bwin very important in Northern India. 

muring the early years of British rule, the subject of irrigation 
was much neglected, and to this neglect was due ^ the destruction 

^ Speaking of the ‘ overflow canals ’ of Bengal in the past, or ‘ dead rivers ’ 
as they are called to-day, an expert observed that “ they fall liehind the great 
irrigation works of other countries in no particular M’hatevcr. First of all 
stands the magnitude of the work. Take the country traversed by these 
canals on the Ganges and the Damodar, and we have an irrigated area which 
could not have been under 7,000,000 acres. And then wc have canals aligned 
and designed on the soundest principles, which worked for many hundreds of 
years and were only dislocated by a generation of civil war and discord ” (Sir 
William Willcocks, ATVcAent System of Irrigation in Ben-gal). 

* Lt.-Col. Tyrrell wrote : “ In the Nagpur and Hyderabad country of the 
Deccan, the ruins of extremely large tanks exist, now in the midst of jungles, 
formerly the sites of a rich cultivation and a busy population ” {Public Works 
Reform in India). 
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of many noble works. The repair of old storage works and the 
construction of canals were strongly urged by Sir Arthur Cotton, 
but it was not until the middle of the last century that the matter 
engaged the serious attention of the Government. 

The simplest method of supplying water to fields is that of 
leading water from rivers and streams by means of inundation 
canals.^ They are formed by making shallow cuts through the 
river bank, into which the water flows when the level of the river 
is raised by the floods. These are mainly to be found in the basin 
of the Indus and its tributaries. It is, at best, a precarious 
system of irrigation. 

The most important system is that of perennial canals. Many 
of the weirs in Madras were constructed by the Hindu monarch, 
Krishna Raya, early in the sixteenth century. The earliest in 
Upper India were the Jumna Canals. The one on the west bank 
is attributed to Firoz Shah in the fourteenth century ; it fell into 
disrepair and was restored by Akbar and Shah Jehan. The 
eastern Jumna Canal was originally commenced by Shah Jehan, 
and restored and improved by the British Government. The 
early efforts of the British Government in India were directed 
to the improvement of the existing indigenous works rather 
than to the construction of new irrigation projects. In the first 
quarter of the nineteenth century, three important improvement 
schemes were taken in hand, viz. tlie Western Jumna Canal in 
the Punjab, the Eastern Jumna Canal in the United Provinces, 
and the Cauvery Delta system in Madras. The famine of 1832- 
1833 led to a vigorous construction of irrigation channels, but these 
were executed in haste upon imperfect information or bad align- 
ments. The Cauvery Delta system in Madras is of far greater 
antiquity than the two Jumna systems, and irrigates over a 
million acres. This system comprises some 1,500 miles of main 
canals and branches and near 200 miles of distributaries. 

The first serious attempt in the construction of canals for 
irrigation may be said to have commenced about the year 1840, 
when the project for the Ganges Canal was submitted. But the 
construction of this canal was greatly delayed owing to political 
and financial diflficulties. As Mr. Harris remarks, “ from the 
beginning, however, the shadow of war lay heavy over the canal 
^ Vide Buckley, Irrigation Works of India. 
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works, and neither the attention of the higher authorities nor the 
funds required for the rapid prosecution of construction were 
forthcoming to any adequate extent.” ^ In 1844, Sir Arthur 
Cotton reported on the question of irrigating the Godavari Delta, 
and the work was sanctioned in 1846. This system has been of 
untold value to the tract it irrigates. During the fifties and the 
sixties of the century, the great inundation canal systems of Sind 
were restored, enlarged, and brought into working order. In 
the Bombay Presidency, storage works were undertaken, and 
the Mukti Tank was constructed in 1869. Efforts were made 
during this period to construct combined irrigation and naviga- 
tion works by private enterprise, and these ended in failure 
involving a huge waste of capital and interest. But the most 
important move in the direction of pushing irrigation works 
came when the Secretary of State for India accepted the principle 
of financing productive \vorks by loans raised in the open market. 
So long as heavy capital expenditure had to be incurred from 
revenues the progress of irrigation works was bound to be slow. 
Under this policy five works of great magnitude, viz., the Sirhind, 
Lower Ganges, Agra, Lower Swat and Mutha Canals, and several 
smaller ones were taken in hand. 

The Cauvery system is the largest delta system and is the most 
profitable of all the works in India. There are seven similar | 
delta systems in Madras, and one in the delta of Mahanadi in 
Orissa. The Bari Doab Canal was the first of the modern works 
in the Punjab, commenced in 1850, and has been followed up by 
a series of canal projects. Of these the Sutlej Valley project 
alone accounts for 533 miles of main and branch canals and about 
3,000 miles of distributaries. The Jiaveli project^ estimated to 
cost about Ks. 535 lakhs, is expected to yield a return of 8 per 
cent, on the expenditure involved. It is calculated to provide 
perennial irrigation over 5| lakh acres and non-perennial 
irrigation over 4| lakh acres, besides irrigating neighbouring 
tracts. The Triple Canal Projec;^ which was completed several 
years ago, is regarded as one of the most brilliant feats of canal- 
engineering in India. Under this scheme, the excess waters of the 
Jhelum are taken off and carried to the Chenab and discharged 
into that river, and what remains after is carried to the Ravi and 
' Irrigation in India^ p. 22. 
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poured over the Lower Bari Doab. This system irrigates nearly 
two million acres. 

Irrigation in the Punjab has turned arid deserts into fertile 
fields. Millions of acres of wilderness have been turned into 
sheets of luxuriant crops, and a new population of a million 
people have found homes in these areas. With their planned 
villages and towns, built up with the aid of modern science and 
organisation, coupled with state assistance and the beneficent 
activities of co-operative societies, the Punjab Canal colonies 
have become the objects of envy to other provinces. They have 
added not only to the ec^onomic prosperity of the people, but also 
to a considerable increase in Punjab’s revenue. They have 
largely fulfilled Sir G. F. Wilson’s prophecy that these colonies 
were calculated to become “ the richest granaries of Asia, and 
afford scope for the rise of large and important industries among 
the sturdy and practical races of India ”. About one-fifth of the 
Total area cultivated in the Punjab Is colonised as a result of 
irrigatioiD 

The dmand for storage works is the greatest in Bombay and 
Madras, where most of the rivers have short courses, and the 
rain, which frequently falls in heavy but brief storms, passes away 
rapidly. The reservoirs and tanks in the Bombay Presidency arc 
constructed in hilly ground. The most important of these are 
Lake Fife and Lake Whiting, near Poona. In Bombay, the irriga- 
tion works have been uiiremunerative ; but there is no province 
in India more liable to famine, and the extension of protective 
irrigation is urgently needed there. The Periyar system in the 
Madura district of Madras is the most interesting reservoir scheme 
in India. 

There are a few canal systems in India which have been con- 
structed for the sole pur}>ose of navigation. These include the 
Circular and Eastern Canals in Bengal, the Orissa Coast Canal 
(including the tidal canal), and the Buckingham Canal in Madras. 
The length of such canals open for navigation in 1935-3C was 
1,392 miles in Bengal, 1,365 miles in Madras, 412 in United Pro- 
vinces, 294 in Orissa, 197 in Bihar, and 163 in the Punjab. The 
largest quantity of cargo, amounting to 5^ million tons out of an 
all-India total of 11 million tons, was carried by the Orissa canals. 
In point of value of cargo carried, however, the Madras canals 
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come first with Bengal canals as a close second, having carried 
cargo valued at about 11 crores and 10-7 crores respectively out 
of> total of 22-^ crores. 

I For official purposes, irrigation works were formerly divided 
imo two main classes— jilajpr ajiA Mmoi- Woik^ Each 

of these main heads was again subdivided into two subsidiary 
ones — (i) Productive^ and (iij Protective. Those which were 
financially remunerative fell under the first sub-head ; while 
those works were called protective, the revenue derived from 
which did not cover the interesirdfrthe capital expended. These 
latter were works which it was considered desirable to construct 
in order to help in producing food-grains as a protection against 
famine, and they were financed out of the Famine Relief and Insur- 
ance Grant of a crore and a half set apart every year.^ With the 
introduction of the Montagu reforms, two important changes were 
made in regard to the classification of Government irrigation 
works. In the first place, irrigation w^as given the status of a 
provincial reserved subject. In the second place, the old and 
somewhat cumbersome classification of the individual works 
was given up. All works are now classified as productive or 
unproductive. Productive works are such as satisfy the con- 
ditions that within ten years of the completion of construction 
they produce sufficient revenue to cover their working expenses 
and the interest charges of their capital cost. All other works 
are classed as unproductive. The average cost per mile of 
irrigation works varies from Rs. 3,000 to Rs. 50,000. 

During the year 1935-36, the area annually irrigated by state 
works alone rose to about 31 milhon acres, i.e., about one-eighth 
of the total cultivated area in British India, as compared to about 
lOJ million acres in 1878-79. The total capital outlay on irriga- 
tion and navigation works amounted to over Rs. 153 crores in 
1935-36, as compared to Rs. 42J crores in 1901-02. The gross 
revenue for the year was Rs. 14 crores and the working expenses 
about 5 crores, thus yielding a net return on capital of about 


Mr. Buckley said many yeara ago, “ The financial test is not the only — 
ir, indeed, the mhiig — one which should be applied in order to determine 
whether a particular irrigation work should be constructed or not.” The 
classification of irrigation works into productive and unproductive no longer 
relates to the source from which funds for their construction were provided. 
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5-7 per cent. The estimated value of crops raised from areas 
served by state irrigation is about Rs. 1,100 croresJ^ 

It may be mentioned that in 1934-35, of the total area of 259 
million acres sown (including area sown more than once), only 
50J million acres were irrigated, of which 22J million acres were 
irrigated by Government canals, 3| milhon acres by private 
canals, million acres by tanks, 12J million acres by wells, and 
the rest by other sources. The area irrigated is the largest in the 
Punjab (14^ million acres, 9J of which was due to Government 
canals), followed by the United Provinces (10| million acres, 3J of 
which was by Government canals), and Madras (9J million acres, 

3| of which was by Government canals). 

In the percentage of area irrigated from Government sources 
to the total area sown, Sind leads with a proportion of about 
90 per cent., followed by the Punjab with 35 per cent., and Madras 
witli 21 y)cr cent. Bengal is the only province where the area 
irrigated is less than 1 per cent, of the total area sown. 

Of about 300 irrigation schemes in operation in British India, New 
70 are of a major description and only a third is classified as 
unproductive. Special mention should be made of the following 
new major works : the Sukkur or Lloyd Barrage in Sind, ex- 
pected to irrigate over 5| million acres ; the Sutlej Valley Project, 
estimated to command over 5 million acres ; and the Cauvery 
Reservoir and Mettur Project, expected to irrigate over 3 million 
acres. The Lloyd Barrage and Canals scheme, with its G,G00 miles 
of channels and 48,000 miles of watercourses, is by far the largest 
canal system in India — ^possibly in the world. Its largest canal is 
said to be the broadest ever excavated and exceeds the Panama 
Canal in width at bed-level. The Mettur Dam, easily the first 
among those in the British Empire, is over a mile long and im- 
pounds a lake with a shoreline of 180 miles. It may be noted, 
however, that from the financial point of view, some of the canals 
have not proved quite remunerative. The Sukkur Barrage in 
Sind and the Damodar canals in Bengal are instances in point. 

Irrigation used at one time to produce a net revenue of about 
1 J crores a year to the Government of India. It is now an im- Irrigation 
portant source of revenue to some of the provinces, e.g, the 
Punjab, Madras, and the United Provinces. The revenue is 
* Triennial Remew of Irrigation in India^ 1933-36. 
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derived from the supply of water for the crops, besides certain 
subsidiary receipts, such as tolls for navigation, rents of fisheries, 
etc. The income from navigation is considerable in Bengal and 
Madras, but is insignificant in the other provinces. The amount 
of revenue charged for irrigation does not depend on the volume 
of water supplied, but on the ngjiufe of the crop and the 
irrigated. In the provinces of Upper India, and in parts of 
Bombay, the irrigation revenue is not assessed with the land 
revenue, but is distinct from it. It is assessed by irrigation 
ofiicials, and consists of (i) occugi^r’s rate, (ii) owneij^ 3 ^te, and 
(hi) enhancemept^ of land revenue due to canals. In Madras, 
the system of consolidated rates — including both the land and 
the irrigation revenue — is followed. 

' The advantages of irrigation are manifold. It is a b^^iem to the 
cultixptors, for not only is the out-turn of their fields ensured in 
years of drought, but fhe amount of produce is very largely 
increased in ordinary years at a comparatively small cost. The 
landownera derive benefit from the works by the increased rentals 
they ol^tain. The advantages to the comj^ as a whole ^ are 
that they protect large areas from the effects of famine, and 
increase the total food-,^upply of the people. Lastly, they are 
beneficial to the Gov<j5ppment in this, that besides bringing 
increased revenue into its coffers, they help to lessen the 
miseries of the people, and thus remove one of the chief 
causes of popular discontent. 

Another possibility has been recently brought to public notice 
by the rural electrification scheme carried on in conjunction 
with irrigational developments in United Provinces. Under the 
system, convenient centres are being established all over the 
province to supply cheap electricity secured from water-power 
available in the course of the manipulation of irrigation water. 

* In pleading for the restoration of the ancient irrigation of Bengal, Sir 
William Willcocks claimed that it had “ combated malaria, provided an 
abundant harvest of fish, enriched the soil and made congestion of the rivers 
impossible ”. He went so far as to declare that in the larger interests of the 
country and “ as the irrigation canals have all worked for thousands of years ”, 
the interests of railways and roads must yield, whenever necessary, to the needs 
of irrigation. “ The roads and railways, where they have crossed canals 
without allowing sufficient waterway, must provide the waterway, or, in the 
case of roads, make paved crossings and use ferries in flood ” {Ancient System 
of Irrigation in Bengal). 
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It has been suggested that the United Provinces scheme has been 
extremely costly, and it is contended, on the analogy of similar 
projects in other countries, it should have been possible to supply 
power at a nominal cost. Such a development may in course of 
time revolutionise the agricultural and industrial outlook of those 
tracts where power can be generated out of the energy of running 
water. An enquiry into the water-power resources of India was 
made about fifteen years ago. A more up-to-date hydrographic 
survey is needed immediately, and this should be followed by 
well-considered schemes of hydro-electric development. 

Although great progress has been made in irrigation, much yet 
remains to be done. Only a small percentage of the total supply 
of water has been utilised for the benefit of man.^ In order to 
prevent the water of rivers and streams from flowing uselessly 
into the sea, many more canals and storage works will be needed. 
Agriculturists, too, should be encouraged with loans and grants 
to construct wells and reservoirs. It is also to be hoped that 
greater attention will be given to the improvement of internal 
navigation.^ 

^ This observation made by the Irrigation Commission of 1902 remains sub- 
stantially true to the present day. “ It is estimated that of the total rainfall 
on this continent, nearly 60 per cent, gets evaporated, about 40 per cent. 
pas.ses through the river ehannels, and of this 40 per cent, barely 6 to 8 per cent, 
is utilised by the rural population for irrigating their fields." (Dr. Meghnad 
Saha, F.H.S., Presidential Address to the National Institute of Sciences of India, 
Ca^tta, 1938.) 

r Lt.-Col. Sir Arthur Cotton said many years ago, “ If 1,000 yards of cubic 
woftTr can be made use of at a co.st of 6d., and if its value, so applied, is 10s. 
there is no gold mine in the world that can be compared to an irrigation work.’ 
{Lecture on Irrigation in India, p. 1.) 
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RURAL INDEBTEDNESS 

1. THE BURDEN OF DEBT 

Reference has already been made to the existence of indebted- 
ness among the agriculturists of India.^ The investigations 
carried on by some responsible persons disclose the existence 
of appalling indebtedness under which the peasantry of the 
country groan. In the Bombay Presidency the Famine Com- 
mission of 1901 estimated that at least four-fifths of the 
cultivators were in debt. At a later date Dr. Harold Mann 
remarked about this Presidency : “ This economic enquiry into 
the condition of the people of a typical dry Deccan village is 
disheartening. The debts are a crushing load on the people.” 
He estimated that the average debt of the cultivators of a 
Bombay village is about Rs. 130.^ In Bengal it was calculated 
by Mr. Jack that in the district of Faridpur, 45 per cent, of 
the cultivators were in debt, and the average debt of each family 
was Rs. 121.3 jyj Southern India, in the Cochin State, it was 
pointed out that nearly 75 per cent, of the agriculturists were in 
debt.* In the Punjab it has been pointed out by Mr. Darling 
that only 17 per cent, of the people are free of debt, and the 
average debt per indebted proprietor is Rs. 463.® 

The Central Banking Enquiry Committee in 1931 roughly 
estimated the total rural indebtedness at Rs. 900 crorcs, distri- 
buted as follows : Assam, 22 crores ; Bengal, 100 crores ; Bihar 
and Orissa, 155 crores ; Bombay, 81 crores ; Burma, 50-60 
crores ; Central Areas, 18 crores ; Central Provinces, 36 crores ; 

^ Chapter on ‘ Distribution *, Part I. 

* Mann, Land and Labour in a Deccan Village^ p. 130. 

* Jack, Economic Life of a Bengal District, p. 98. 

* Slater, Some South Indian Villages, p. 137. 

* Darling, The Punjab Peasant in Prosperity and Debt, p. 5 
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Coorg, 35-55 lakhs ; Madras, 150 crores ; Punjab, 135 crores ; 
and United Provinces, 124 crores. The Committee noted that 
there was a consensus of opinion that the volume had been 
increasing gradually in the course of the last hundred years. The 
Agricultural Credit Department of the Reserve Bank of India in 
a recent survey of the position notes that the burden of this 
indebtedness has really become “ much more crushing than can 
be judged from a comparison of the growth of its volume in 
rupees,” owing to the great depression. There is no doubt that 
the figures of the Banking Enquiry Committee must have been 
doubled, due to the accumulation of interest, not to speak of the 
principal debt ; to which was added additional debt incurred 
due to distress and, in particular, low agricultural prices. 

To what extent this state of things is due to thriftlessness 
or extravagance on the part of ryots cannot be definitely 
asserted, but there is no denying the fact that there is an in- 
herent defect in the credit organisation of the country. The 
dependence upon the village money-lenders and the usurious 
rates of interest charged by them are sapping the foundations of 
the rural prosperity of the country. 

2. THE CO-OPERATIVE MOVEMENT 

It is a recognised fact that credit is an absolute necessity in all 
agricultural countries, and particularly in India. Easy and cheap 
credit, however, has a great danger. It may lead to reckless 
borrowing, which would mean the ultimate ruin of the borrower. 
In order to supply the agriculturist with easy and cheap credit, at 
the same time eliminating the danger of reckless borrowing, phil- 
anthropists in Europe tried various schemes about the middle of 
the last century. Of these, the schemes of Raiffeisen and Schulze- 
DeUtzack have proved the most successful. Many years ago, &r 
William Wedderburn, Justice Ranade, and other statesmen 
advocated the establishment of credit institutions in India on 
the lines of these societies. In 1892, the subject attracted the 
attention of the Government of India, and they appointed Mr. 
(afterwards Sir) Frederick Nicholson to enquire and report on 
the matter. His Report was submitted in 1895. He said in the 
Report : “ The lesson of universal agricultural history is that 
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an essential of agriculture is credit. Neither the condition of 
the country, nor the nature of the land tenures, nor the position 
of agriculture, affects the one great fact, that agriculturists must 
borrow. This study assumes as axiomatic that the peasantry 
of India have, by the very conditions of their existence in tenure, 
to borrow, and borrow freely, annually, and continuously.” ^ 
Advan- Nicholson suggested the introduction of Co-operative Credit 
Societies on the German model, for he realised that the State 
Banks. OT Central Banks would of necessity be situated far away from 
the village, and thus would not possess the advantages which are 
possessed by Village Banks.- These are : 

(i) Absolute proximity to the borrower. 

(ii) Their abihty to excite local confidence and consequently 
to draw in local capital. 

(iii) Their exact knowledge of the clients and their influence 
over them as co -villagers. 

(iv) Their ability to work cheaply — almost gratuitously — 
and thus to provide cheap credit. 

(v) Retention of local capital and all profits thereon within 
the village. 

(vi) Their ability to act as agents and brokers for their mem- 
bers in the sale of produce and purchase of necessities. 

(vii) Their capacity for acting as village granaries. 

(viii) Their ability to act as intermediaries between the state 
. and the individual in agricultural or industrial developments, or 
in times of seasonal stress. 

(ix) Their power of influencing borrowers towards the true 
use of credit and of watching the utilisation of loans in accord- 
ance with contract. 

(x) Their ability to prevent fraudulent default. 

(xi) Their steady educative influence in matters of thrift, 
association, and self-help. 

(xii) Their tendency to develop high forms of individual 
capacity, public life, and national character. 

When the Government of India became fully convinced of 

^ For an account of the co-operative societieH in Europe, see Wolff, People's 
Banks f and Fay, Co-operation ai Home and Abroad. 

* Vide Sir F. Nicholson’s Report, 
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the benefits of such institutions, the Co-operative Credit Societies 
Act was passed in 1904, with the hearty approval of all sections of 
the community. This Act divided the Societies into (1) Central, 
(2) Urban, and (3) Rural. The Co-operative Societies Act of 1912, 
however, substituted for the distinction between Urban and 
Rural Societies the division of Societies into (i) those with Limited 
Liability, and (ii) those with Unhmited Liability. It also author- 
ised the registration of co-operative associations for purposes other 
than credit. Under its provisions, unless the Local Government 
by general or special order otherwise directs, 

(i) The liability of a society of which a member is a society is 
limited ; and 

(ii) The liability of a society of which the object is the creation 
of funds to be lent to its members, and of which the majority of 
the members are agriculturists, and of which no member is a 
registered society, is unlimited. 

The conditions of registration are (i) that not less than ten 
persons can form a society, (ii) they must be above the age of 
18 years, and (iii) they must either reside in the same town or 
village or group of villages, or must belong to tlie same tribe, class, 
caste, or occupation. \ ^ 

It is contemplated that the management of these societies 
should be democratic. It should be in the hands of the members 
themselves, who ought to appoint from their own body a 
Committee to do the work for one year. The members of the 
Managing Committee receive no remuneration for their work. 
No member has usually more than one vote ; but where the 
liabihty is limited, a member may have more than one vote, if 
prescribed by the bye-laws. 

The accounts of every Society are audited by, or by order of, 
the Registrar, who at all times has access to all the books, 
accounts, papers, etc. 

The main privileges of these Societies are : 

(а) They are bodies corporate, that is to say, they have per- 
petual succession, common seal, legal right to make contracts, etc. 

(б) A registered Society is entitled in priority to other creditors 
to enforce any outstanding demand due to the Society from a 
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member or a past member (subject to any prior claim of the 
Government in respect of Land Revenue). 

(c) The shares are not liable to attachment. 

(d) On the death of a member, his share is transferred to his 
heir. 

(e) The Societies may be exempted from the payment of 
income-tax, stamp duty, and registration fees. 

As the members have privileges, they have liabilities. These 
liabilities are limited, or unlimited, according to the class into 
which a Society falls. A past member is liable for the debts of a 
Society for a period of two years, and the estate of a deceased 
member is liable for one year. 

There are certain restrictions on lending and borrowing. No 
Society with unlimited liability is permitted to lend money on 
the security of movable property. The Provincial Government 
may also impose other restrictions. Borrowing must be made to 
such an extent and under such conditions as may be prescribed 
by the bye-laws. 

The fimds of the Societies may be invested in the Government 
Savings Banks, in any of the institutions prescribed by the Indian 
Trusts Act, in the shares or on the securities of any other regis- 
tered Society, with any Bank or person approved by the Regis- 
trar, or in any other way permitted by the bye-laws. 

No part of the funds may be divided by way of bonus or 
dividend or otherwise among its members ; provided that after 
one-fourth of the net profits in any year has been carried to a 
Reserve Fund, payment from the remainder of such profits and 
from profits of past years may be made among the members to 
such extent and under such conditions as may be prescribed by 
the bye-laws ; provided also that in the case of a Society with 
unlimited liability, no distribution of profits may be made with- 
out the order of the Provincial Government. Such Societies may, 
with the sanction of the Registrar, after one-fourth of the net 
profits has been carried to a Reserve Fund, contribute an amount 
not exceeding 10 per cent, of the remaining profits to charitable 
purposes. 

Closely following the Act of 1912, came the enquiry by the 
Maclagan Committee. The Maclagan Report of 1915 made 
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several significant proposals for the strengthening of the move- 
ment, one of the most important being the establishment of 
Provincial Co-operative Banks. 

Under the constitutional changes introduced by the Govern- 
ment of India Act of 1919, co-operation came under the control 
of a Minister, as it became a transferred provincial subject. 
Several provinces, notably Bombay, Bihar and Orissa, and 
Madras, have replaced the Act of 1912 by local legislation. Such 
legislation is also contemplated in Bengal and other provinces. 

The progress and problems of the movement have, in recent 
years, been the subject of serious examination by provincial 
committees, besides the Agriculture Commission, the Central and 
Provincial Banking Enquiry Committees, and the Reserve Bank 
of India. 

The Co-operative Societies in India were from the very begin- 
ning handicapped for lack of funds. The growth of deposits was 
not encouraging, nor was it possible for Societies to borrow from 
the general money-market. In order to finance the Co-operative 
Credit Societies a new type of bank was felt necessary to link 
them with the money-market, and central agencies developed as a 
consequence. The Act of 1904 did not provide for the registra- 
tion of Central Banks, which was, however, remedied by the 
Act of 1912. These Central Banks, as the Maclagan Committee 
suggested, should confine themselves to financing primary societies 
and serving as their balancing centres. The Central Banks have 
now been linked with a Provincial Co-operative Bank located 
in the chief money-market centre of the province. Thus an 
organisation has been built up through which the funds of the 
commercial centres may percolate to the villages to finance the 
vital industry of the country. 

The potentialities of the co-operative movement have been 
amply demonstrated by the steady growth of Societies among the 
rural population of India. In 1914, the Government of India said 
with a sense of pride : “ Ten years ago there was nothing beyond 
a few scattered experiments to indicate the presence of the Co- 
operative movement in India. To-day there are over 12,000 
Societies with nearly 600,000 members with a working capital 
of 5 crores of rupees, and co-operation has firmly established itself 
as a powerful factor in the material and moral welfare of the 
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member or a past member (subject to any prior claim of the 
Government in respect of Land Revenue). 

(c) The shares are not liable to attachment. 

(d) On the death of a member, his share is transferred to his 
heir. 

(e) The Societies may be exempted from the payment of 
income-tax, stamp duty, and registration fees. 

As the members have privileges, they have liabilities. These 
liabilities are limited, or unlimited, according to the class into 
which a Society falls. A past member is liable for the debts of a 
Society for a period of two years, and the estate of a deceased 
member is liable for one year. 

There are certain restrictions on lending and borrowing. No 
Society with unlimited liability is permitted to lend money on 
the security of movable property. The Provincial Government 
may also impose other restrictions. Borrowing must be made to 
such an extent and under such conditions as may be prescribed 
by the bye-laws. 

The funds of the Societies may be invested in the Government 
Savings Banks, in any of the institutions prescribed by the Indian 
Trusts Act, in the shares or on the securities of any other regis- 
tered Society, with any Bank or person approved by the Regis- 
trar, or in any other way permitted by the bye-laws. 

No part of the funds may be divided by way of bonus or 
dividend or otherwise among its members ; provided that after 
one-fourth of the net profits in any year has been carried to a 
Reserve Fund, payment from the remainder of such profits and 
from profits of past years may be made among the members to 
such extent and imder such conditions as may be prescribed by 
the bye-laws ; provided also that in the case of a Society with 
unlimited liability, no distribution of profits may be made with- 
out the order of the Provincial Government. Such Societies may, 
with the sanction of the Registrar, after one-fourth of the net 
profits has been carried to a Reserve Fund, contribute an amount 
not exceeding 10 per cent, of the remaining profits to charitable 
purposes. 

Closely following the Act of 1912, came the enquiry by the 
Maclagan Committee. The Maclagan Report of 1915 made 
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several significant proposals for the strengthening of the move- 
ment, one of the most important being the establishment of 
Provincial Co-operative Banks. 

Under the constitutional changes introduced by the Govern- 
ment of India Act of 1919, co-operation came under the control 
of a Minister, as it became a transferred provincial subject. 
Several provinces, notably Bombay, Bihar and Orissa, and 
Madras, have replaced the Act of 1912 by local legislation. Such 
legislation is also contemplated in Bengal and other provinces. 

The progress and problems of the movement have, in recent 
years, been the subject of serious examination by provincial 
committees, besides the Agriculture Commission, the Central and 
Provincial Banking Enquiry Committees, and the Reserve Bank 
of India. 

The Co-operative Societies in India were from the very begin- 
ning handicapped for lack of funds. The growth of deposits was 
not encouraging, nor was it possible for Societies to borrow from 
the general money-market. In order to finance the Co-operative 
Credit Societies a new type of bank was felt necessary to link 
them with the money-market, and central agencies developed as a 
consequence. The Act of 1904 did not provide for the registra- 
tion of Central Banks, which was, however, remedied by the 
Act of 1912. These Central Banks, as the Maclagan Committee 
suggested, should confine themselves to financing primary societies 
and serving as their balancing centres. The Central Banks have 
now been linked with a Provincial Co-operative Bank located 
in the chief money-market centre of the province. Thus an 
organisation has been built up through which the funds of the 
commercial centres may percolate to the villages to finance the 
vital industry of the country. 

The potentialities of the co-operative movement have been 
amply demonstrated by the steady growth of Societies among the 
rural population of India. In 1914, the Government of India said 
with a sense of pride : “ Ten years ago there was nothing beyond 
a few scattered experiments to indicate the presence of the Co- 
operative movement in India. To-day there are over 12,000 
Societies with nearly 600,000 members with a working capital 
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people.” ^ Since then, although the number of members has 
increased, there has not been a steady improvement in the 
financial position of co-operative organisations taken as a whole. 
In 1935 -1936, the total number of societies in British India was 
91,119, and in the Indian States 16,838, while the total number 
of members was 4,029,504 and 710,374 respectively. The work- 
ing capital of the entire co-operative movement for the whole 
of India was a little above 100 crores of rupees. 

The different categories into which the working capital of 
co-operative organisations was divided were, in 1935-36, as fol- 
lows : Share capital, 13^ crores of rupees ; deposits from mem- 
bers, 8| crores ; loans from persons, other societies, and banks, 
59 crores ; loans and deposits from the Government, crores ; 
reserve fund, 11| crores. 

A few words may be said about the financial operations of the 
different classes of institutions which constitute the co-operative 
credit movement. The agricultural societies claim our attention 
first, in view not only of their number but also of their importance 
in the economic life of the community. Their aggregate working 
capital in the year 193fi-36 amounted to a little over 29 J crores of 
rupees and the number of societies to 94,433. The usual rate of 
interest on borrowings varied during the year 1935- 36 from 6 to 
12| per cent. ; that on lendings ranged from 11 per cent, to 15 
per cent., though the maximum was as high as 25 per cent, in 
Bihar and Orissa. The usual dividend paid on shares, though 
universally affected by the recent economic depression, varied 
generally from 5 to 1 2i per cent. 

The activities of primary non-agricultural societies are smaller 
in volume. In 1935-36, their number was a little over 12,000 and 
the working capital over 22] crores. 

The financing agencies of co-operative societies are the Central 
and Provincial Banks. The main function of a Central Bank is 
two-fold, namely, (1) the balancing of funds of primary societies, 
and (2) the supply of capital. In 1935-36, the number of Central 
Banks in India was 615, of which 119 were in the Indian States. 
Their total working capital was 29| crores of rupees. 

In order to co-ordinate the operations of Central Banks, an 
apex financing institution is needed in every province. In the 
* Vide Resolution dated 17th June, 1914. 
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absence of a Provincial Bank, the work of the Central Banks 
can hardly be performed with efficiency and economy. The main 
object of a Provincial Bank is thus the direction of the financial 
system of co-operation in a province with the aid of the Central 
Banks. Almost all the provinces of India have now a Provincial 
Bank, and steps are being taken to establish such Banks in the 
new provinces. Some leading Indian States now possess similar 
apex institutions. The total working capital of the Provincial 
Banks in India, at the end of the year 1935-36, was 12f 
crores. 

It is evident from the figures given above that the develop- Short- 
ment of the co-operative movement has so far been consider- comings, 
able. But the rate of progress has been exceedingly slow. The 
population of the country is so large that the movement may 
be said to have only touched the fringe of the problem.^ In order 
that an appreciable impression may be made on the economic 
life of rural India, funds must be forthcoming on a much larger 
scale. Besides, there are certain defects in its financial system, 
the most serious of which are an absence of elasticity, irregularity 
in collection, accumulation of overdues, and a defective .system 
of audit. While the difficulty of providing adequate fluid 
resources is great, the drawback due to the lack of ])roper 
education of members in the ideals and working of the 
co-operative movement is no less a hindrance. 

Another drawback of the existing system of co-operative 
finance is the inadequate provision so far made for long-term 
credit. The necessity for such cr(*dit is already great, and is 
likely to be greater in future. If agriculture is to be a profitable 
industry, the results of science and education must be applied to 
it. For this purpose, loans ought to be made available to culti- 
vators for fairly long periods. Another purpose for which cul- 
tivators in India require credit is the liquidation of old debts. 

It is a well-known fact that agriculturists are, as a rule, heavily 
involved in debt. So long as these loads are not lifted from their 
shoulders, they will continue to drag their dull and dreary exist- 
ence, without hope and without energy. 

' According to the official estimates, in 1936-37, of every thoiisand persons 
32-6 persons in the Punjab, 29*7 persons in Bombay, 28-3 persons in Madras, 
and 16*6 persons in Bengal, were members of a co-operative society. 
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The existing resources of co-operative organisations are 
insufficient for the granting of long-term loans on an extensive 
scale. Nor is the nature of the funds at their disposal such as to 
allow of investment for long periods. With a view to meeting 
these difficulties, special institutions known as Land Mortgage 
Banks have recently been established in several provinces, 
notably Madras, Bombay, Punjab, Assam and Bengal. These 
banks are financed by the issue of long-term debentures (bonds), 
the principal of, and interest on, which are being guaranteed by 
Provincial Governments. Long-term deposits and share-capital 
are other sources from which funds are secured by the banks. 
On the security of the land, loans are being granted for periods 
ranging from 5 to 30 years, the amount of loan usually not 
exceeding half the estimated value of the land. These loans ar^ 
advanced mainly to redeem old debts, to help the purchase -ef 
land, or to finance the purchase of implements and the improve- 
ment of cultivation, etc. 

The Central Banking Enquiry Committee, while enthusiasti- 
cally advocating the establishment of Land Mortgage Banks on 
a co-operative basis, warned that the working of the primary 
co-operative credit societies and land mortgage banks should be 
entirely kept separate. They also advocated the establishment 
of Provincial Land Mortgage Corporations to function as apex 
institutions controlling the primary and district banks, and also 
as the authority for issuing debentures. While action has been 
taken on these lines in certain provinces, especially Madras, in 
the other provinces the combination of functions still continues. 
This should cease as early as possible. 

It is held by some that these developments have rendered 
desirable the formation of an All-India Co-operative Bank, 
which would be in a better position to co-ordinate the activities 
of all types of co-operative organisations and to attract large 
investments. They urge that the Pr(5vp|rtjto Co-operative Banks 
and Land Mortgage Banks should be affiliated to such a body. 
It will command large resources, and be able to balance the 
i^unds of co-operative organisations throughout the country, 
she surplus of one province being utilised to make good the 
leficiency of another. 

It should be noted that, in spite of provincialisation, oppor- 
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tunities for reviewing the movement from a national point of 
view and for the exchange of ideas are steadily being provided, 
by means of Registrars’ Conferences, and the publications and 
conferences organised by the All-India Co-operative Institutes 
Association and the Indian Provincial Co-operative Banks 
Association. 

The international aspect of co-operation should not be lost 
sight of. At the Conference on International Co-operative Bank- 
ing which met at Stockholm in August 1927, the following 
resolution was passed : “ The Conference further recommends 
that if the co-operative banks are placed on a uniform basis, this 
will facilitate the creation of an International Co-operative Bank.” 
Both economic and political considerations perhaps stand in the 
way of the establishment of such an institution at the present 
moment, but it is an ideal which ought surely to be kept in view. 
Mention should also be made of bodies like the Horace Plunkett 
Foundation and the International Co-operative Alliance, which 
seek to })romote the solidarity and efficiency of the movement 
on an international scale by celebrating annually the Inter- 
national Co-operators’ Day, issuing literature and organising 
conferences. 

The co-operative movement has been j)roductive of considerable 
good to the country. In respect of economic benefits, it has been 
calculated that in interest alone the agriculturists, by taking loans 
from tlie Co-operative Societies instead of from the village money- 
lenders, are saving a large amount. Besides, with the progress 
of co-operation and with credit democratised, money that used 
to lie in hoards has been released and placed in deposit, capital 
that would otherwise have been inaccessible has come into the 
hands of the agriculturist, and old debts have been hquidated 
in a number of cases. Co-operation has placed within reach 
of many cultivators cheap manures and implements, it has 
tended to help improvement in the breed of cattle, and it has 
provided the means by which useful information can be dis- 
seminated. In the Punjab, Co-operative Societies are under- 
taking the task of consolidation of holdings and the marketing 
of agricultural })roduce. In Bengal, Co-operative Milk Societies, 
Anti-malarial Societies, Supply and Sale Societies have been 
started. Co-operative irrigation work is also being attempted in 
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some districts. In Bombay, societies for the hire of cane-crushers, 
for the maintenance of oil engines for lifting water, have been 
established. Cultivation and sale of sugar-cane on a co-operative 
basis are being attempted in some of the provinces. Another 
significant development is in connection with insurance. In 
several provinces and Indian States steps have been taken in 
this matter. It will thus be interesting to watch the progress of 
co-operative activities in directions other than credit, particularly 
in the neglected sphere of consumers’ co-operation. 

The intellectual and moral benefits have also been immense. 
The need for signing promissory notes and of keeping accounts 
has led to a demand for literacy. The criterion for admission into 
these Societies being a man’s character, they have influenced the 
conduct and behaviour of the members. They have promoted 
thrift. The fact that the members are res})onsible for the pay- 
ment of each other’s debts has acted as a sort of check on 
expenditure for unj)roductive purf)Oses. In some places, litigation 
has markedly decreased. In others, surplus funds have been 
used to start schools, to })rovide scholarships, to suj)ply drinking- 
water, and to clean roads. 

But the great dra\\back of the existing system of working of 
the movement is that sufficient attention is not paid to the basic 
principles of co-operation. The co-operative movement ought 
essentially to be a moral and social movement. But the fact 
that, after the lapse of a third of a century, a rigid governmental 
control has to be maintained over its working shows that the 
fundamental aspects of the question have been sadly neglected. 
Co-operation, to be successful, must be founded on self-help, self- 
reliance and mutual trust, but it does not seem that sufficient 
stress has so far been laid on the development of these quahties. 
So long as the foundations remain weak, a strong and massive 
superstructure can never be erected. What is, therefore, im- 
mediately needed is to take steps to imbue the minds and hearts 
of the rural population with the true spirit and ideal of co-opera- 
tion. Unless this is done, the co-operative movement, instead 
of permeating the inner life of the people, will only affect a small 
part of its outer existence. If, however, the right goal is kept 
in view, co-o peration will strengthen the moral and social fabric 
of the country and help in reviving the village corporate life 
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which has been almost completely shattered by the influence of 
modem times.i 


3. DEBT LEGISLATION 

In recent years, increasing reliance has been j)laced by many 
Provincial Governments on legislation for the relief of indebted- 
ness. We have in a previous chapter ^ mentioned some of the 
steps taken in the past in this direction. Notwithstanding these 
legislative measures, the burden of indebtedness has steadily 
been on the increase. With regard to the Usurious Loans Act, 
the Royal Commission on Agriculture observed that it has been 
“ practically a dead letter in all provinces The Commission 
recommended to the consideration of Provincial Governments 
the case for a simple Rural Insolvency Act, the enactment of 
legislation for the restriction of the powers of moneylenders, the 
establishment of conciliation boards and similar measures to 
alleviate the situation. Those suggestions were supplemented 
in the valuable reports of the Central and Provincial Banking 
Enquiry Committees. 

As a result there has been a crop of legislation in most provinces 
and some measures are under consideration in others. A revie yv 
of_the ja w s, whic h have been recently enacted, reveal the follow- 
ing: underlym^ objects : 

down of old debts, and (3) liquidation of old debts.® With a view 
to" controlliiig moneylenders and their operations, provision has 
been made for the registration or licensing of moneylenders, the 
regulation of accounts, and the fixation of maximum rates of in- 
terest!^ For instance, while in the Central Provinces and in Bihar 
certificates of registration on payment of the requisite fee has 
been made compulsory, in Bombay a more elaborate procedure 
has been laid down for licensing moneylenders who are required 
to pay fees on a progressively rising scale. Though details vary 

^ Sir Fred. Lely, in Ids Note for the Industrial Conference, 1906, said, “As 
the old English guilds have been succeeded by the modern Friendly Societies, 
so from the village commune may arise a brotherhood which shall harmonise 
the modern sense of individual right with the need of mutual help.” 

* Vide Part I, the Chapter on ‘ Distribution *. 

* Vide a Paper on Legislaiion for the Relief of Indebtedness, read by Prof. 
C. N. Vakil at the Indian Economic Conference, 1938. 
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from province to province, most provinces imw require money- 
lenders to maintain regular account books and to fumiah p eriodic 
statement of accounts to every debtor. Similarly, the maximum 
rate of interest prescribed by law varies from ^ a minimum of 6J 
per cent, in Madras to 15 per cent, in Bengal for secured loans, 
and from per cent, in Madras to 25 per cent, in Bengal for 
unsecured loans. The United Provinces Agriculturists’ Rehef 
Act (1934) provides for the novel principle of a progressively 
diminishing rate of interest as the amount of loan increases. 

A more rad ical remedy has been the es tajblishmcnt of Debt Com 
cilktiqn Boards, seeking to scale down (i3>ts,jon a voluntary baSs. 
^ch Boards have been working in the Central Provinces, the 
Punjab, Assam, Bengal and Madras, and their duty is to institute 
enquiries in the case of every debtor or creditor applying for 
relief and equitably adjust the debts. These Boa rds enjoy certain 
powe rs of civil courts. They can issue certifiSites, usually if 
creditors to whom 40 per cent, or more of the total debts are 
due agree to a settlement, the Boards undertaking to collect 
the agreed instalments, on the basis of a small commission. 
Recently, however, the method of compulsory scaling down of 
debts, i.e., irrespective of any agreement with the creditors, has 
been adopted notably in the Madras Agriculturists’ Relief Act 
(1937). 

The liqui dation of old debts in order to allow the agriculturists 
to start anew on a clean slate has been partly secured in areas 
where Land Mortgage Banks have been established. But the 
number of such banks do not as yet exceed 150, nearly 100 being 
situated in Madras. Under the Bengal Agricultural Debtors’ 
Act of 1935, the Debt Conciliation Boards are empowered to 
declare a debtor insolvent when his debt is so high that it can not 
be repaid even in 20 annual instalments. 

The result of recent debt legislation has been a marked restric- 
tion of credit and, in the absence of the development of alternative 
sources of supply of credit, the agriculturist is bound to be in 
great difficulties, especially in periods of financial strain. The 
logical need of a comprehensive approach to the problem was 
emphasised in the S^tutory Report of the Reserve Bank of India 

^ The rates for secured and unsecured loans have been lowered by the new 
Act to 8 per cent, and 10 per cent, respectively. 
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i n the following terms : “ These [legislative enactments] are 
definitely emergency measures to be justified only by the occur- 
rence of unusual circumstances. Their effect in frightening away 
credit can not be minimised. . . . Where, however, there is 
chronic indebtedness and debts accumulate be caus e the culti- 
va^x’^ income is not sufficient to leave him a reasonable margin 
of profit, the mere scaling down of debts can not provide a per- 
manent cure. . . . Such chronic indebtedness requires a compre- 
hensive policy aimed at improving the whole life and economic 
status of the agriculturist.” In the absence of a bold and con- 
structive policy of agricultural regeneration, it is to be feared, 
tlie negative character of recent debt legislation is likely to do 
greater harm than good to the agriculturists themselves. 

Mention may also ])e made of the novel attempt made by 
the state of Jihavaiiagar to check usury and eradicate the evil 
of unproductive debt. The Durbar initiated a comprehensive 
scheme of redemption of agricultural debts in 1932. The entire 
debt of the ryots, totaUing Rs. 80,38,874, was compromised for 
Rs. 20,59,473. The Diirl^ar -paid off the creditors in the first 
instance, and is now realising the amount from the ryots, in 
instalments collected along with the laud revenue dues. It 
should be noted, liowever, that the commendable experiment of 
the Durbar, relating as it is to a small area and comparatively 
small amount, is of limited application to the rest of India. 
Moreover, along with such a bold step for liquidating past 
indebtedness, simultaneous arrangements should be made for 
the supply of adequate credit for productive purposes at least, 
thoughj^ of course, under requisite control. 

If rural indebtedness is to be checked in an effective manner, 
it is essential that comprehensive measures of a radical character 
should be taken up without delay, in order to reconstruct th( 
whole economic edifice responsible £pr the present situation. Tin 
real remedy can only come from an augmentation of the incomi 
of the agriculturist. Agriculture by itself is not sufficientl) 
remunerative. The first thing that is necessary is that agric ul 
ti mal operations will have to be substantially improved so as tc 
yield larger retimyg^ Secondly, oc cupation s subsidiary to agri 
c ulture will have to be introduced, such as 3air3’’-farming, bee 
keeping, and cottage industries of various kinds. 
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THE POPULATION PKOBLEM 

The relationship between the population of a country and its 
prosperity or poverty is one which it is often difficult to analyse. 
Attempts have been made by writers on Indian economic prob- 
lems at different times to discover whether India should be 
regarded as over-populated or not. More recently, some econo- 
mists have sought to find out the exact optimum for India, 
that is to say, the exact number of heads that will secure for 
the Indians the maximum average return from the available 
natural resources and productive organisation. Differences of 
opinion on a problem like this are natural, and in many cases 
these differences have appeared on account of the existence of 
various standpoints from which the problem can be studied. 

It is not really easy to make a clear pronouncement on the 
problem of population in India. In course of the decade 
1921-31, the population of India increased from 319 millions 
to 353 millions, the rate of increase being lO-G per cent, in the 
whole period. It may seem from this figure that there is taking 
place an alarming increase in the population of the country. 
There are some, like Sir John Megaw, a former Public Health 
Commissioner with the Government of India, wffio assert that 
the pressure of population is one of the chief causes of the extreme 
poverty of the people, and who predict that this pressure, if 
allowed to grow unchecked, will in the near future produce great 
misery in the country. On the other hand, there are others who 
direct attention to the rich natural resources of India, and con- 
clude that our country ought to be able to maintain even larger 
numbers. 

A study of the Indian population problem can be complete 
only when full account has been taken of the birth-rate, the 
death-rate, the rate of migration, and the rate of increase of 
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wealth. The Census Report of 1921 pointed out some peculiar 
features of the Indian social system leading to important effects 
on the growth of population. Among these, the practical uni- 
versality of marriage and the importance attached to male issues 
may be mentioned as factors leading to a generally high birth- 
rate. On the other hand, poverty, the insanitary conditions of 
living, the low standard of life, early marriage with its attendant 
evils of infantile and maternal mortality, all lead to an in- 
ordinately high death-rate. Emigration is an almost negligible 
factor, the total number of Indians abroad being much less than 
one-tenth of the net increase of population during 1921-31. 
The net increase of population is thus the resultant of a set of 
complex forces acting in diverse directions. 

The implication of this net increase of about 34 millions has 
been differently interpreted by writers with reputation as author- 
ities on the subject. Mr. A. M. Carr-Saunders in his recent book. 
World Population, after considering the evidence of the vital 
statistics and of the density of population, concludes that ‘‘Indian 
statistics are compatible with, and may be said to suggest, pres- 
sure upon the means of subsistence He even thinks that the 
position is not improving, and may be deteriorating. Mr. D. G. 
Karve, on the other hand, in his monograph on Poverty and 
Population in India, draws attention to “ the falling rate of infant 
mortality, the comparatively stationary and slightly falling birth- 
rate, the definitely falling death-rate, and the slightly improving 
figure for expectation of life at birth ” and infers that “ these 
factors point towards an improving, at any rate towards a by no 
means worsening, population situation 

To say, however, that the situation ^not worsening is not to 
say that India is not over-populated.^ The vital statistics of India 
give all the indications of an excessive population in relation 
to the total amount of wealth produced. The very great pressure 
on land is the most unsatisfactory feature of the situation. 
Estimates have often been made by writers on the problems of 
Indian agriculture of the ‘ optimum holding ’ that an average 

^ In an article contributed to the Economic Prohlems of Modern India, vol. i. 
Mr. P. M. Lad analyses the available statistics relating to the population at 
the reproductive period,” following Kuczynski’s method, and observes that 
” there is a prima facie proof for raising a strong presumption that it is low 
and indicative at the most of a normal stable growth.” 
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agricultural family should have. These estimates vary from one 
to another, but, even if the most modest estimate of acres for a 
family of six be taken as the standard, it will be found that land 
in India has to maintain a much larger population than what it 
properly should. The very low percentage of people depending on 
trade and industry is another undesirable aspect of the question. 
When with all this one combines the fact that an appalling 
amount of poverty exists in the land, one naturally feels inclined 
to conclude that the population in India is more than what, 
according to the present-day standards, it ought to be. It has, 
however, to be remembered that the economic organisation at 
present prevailing in India pays little regard to the conservation 
and maximum utilisation of man-power, and it is probable that 
an improvement of the productive organisation will make it 
possible\^for the present population to produce a much larger 
amount of wealth than is produced now. 

It is difficult, however, to suggest solutions to the problem of 
population in India. Mr. D. G. Karve thinks that the popula- 
tion-condition of our country is in the main only a symptom 
of social and cultural backwardness, and, according to him, the 
remedy lies in pushing forward a vigorous programme of social 
and intellectual reformation. It is, however, often forgotten 
that social reforms are likely to increase the effective rate of 
increase of population. Prevention of child-marriage, for example, 
will make it possible for most women to live up to the end of their 
reproductive age and will increase the rate of birth per marriage. 
A wider prevalence of widow-remarriage is also likely to produce a 
similaT effect. It is necessary, therefore, to pay more attention 
to what Mr. Karve calles ‘ intellectual reforragitipn The rate 
of birth can fall perceptibly only when the people have become 
educated e nough to be fully alive to their own responsibilities. 
The birth-rate depends more upon the culture and the outlook 
of the people than upon age and duration of marriage. Carr- 
Saunders suggests that “ family limitation is the only way of 
escape ’’ ; but this family limitation cannot be brought about 
unless the people have attained a sufficiently Jiigh level of educa- 
tion. In a country where the percentage of literacy is even now 
“below 8, it is perhaps too much to expect that family limitation 
will play any considerable part in relieving the situation. 
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It is possible to approach the problem from another side. 
The problem of population, as has already been emphasised, is of 
efficient production and equitable distribution. An increase of 
productive efficiency and wealth will solve the problem more 
readily than even intellectual and social reformation. Improve- 
ments in agriculture, development of subsidiary industries, 
and other similar steps will relieve the pressure on the land. 
Industries, both cottage and large-scale, trade, commerce, bank- 
ing, transport, insurance, and shipping ought to be developed 
so that they may absorb the surplus numbers released from 
agricultural and allied occupations. Educational and social 
reforms, together with a thorough reorganisation of the pro- 
ductive structure, will certainly be successful in bringing into 
being a better state of affairs.^ 

^ As Mr. Lad observes, “ the time spent in lamenting the inordinate increase 
in the population of the poor would be far better spent in arranging effective 
measures for the removal of their destitution .” — Economic Problems of Modern 
India^ vol. i. 
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INDUSTEIAL LABOUR 

One of the most important problems of the present-day industrial 
system is that of the relations between the employers and the 
labourers. Though the percemage of the Jotal population of 
India engaged in factory labour is quite small, the problems of 
labour here are as important as in any other country. Public 
opinion in recent years has been insistent upon better conditions 
of employment for labourers, and the labourers themselves are 
becoming conscious of their own needs. 

Before taking up the more important issues arising in this 
connection, it is necessary to point out some characteristic 
features of the labour supply in India. A complaint is often 
heard about the scarcity of labour supply in factory areas. The 
complaint appears to be almost a paradox, for India has a large 
population, and the number of persons who are either imemployed 
or under-employed is enormous. The reasons for the apparent 
paradox of scarcity of labour in a country like India is to be 
found in the peculiarities of the social system and also of the 
temperament of the people. 

First, the labour supply of India comes generally from certain 
limited areas. The region comprising Bihar, Chota Nagpur, the 
eastern districts of the Central Povinces, some of the northern 
parts of Madras, and a few of the districts of the United Provinces 
constitutes the largest and the most important source of labour- 
supply in India. In Bengal, local labour for the mills has 
always been scarce, and in the Assam tea gardens the almost 
entire labour supply comes even to-day from Bihar and the 
United Provinces. Secondly, the permanent labour-population 
is as yet very small. Labourers are generally casual migrants 
from villages, coming to the factories on account of economic 
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pressure, or for earning some cash and returning to their 
villages as soon as it is possible for them to do so. The 
families of the labourers are often left behind in the old homes 
and, consequently, the factory-labourers are not able to sever 
their ties with the villages. The result is that the factories have 
to maintain a large number of labourers on the muster-roll, and 
they have to deal always with new and inefficient hands. The 
problem of recruitjaBiit of labour thus remains almost a perennial 
one. * ““ 

Much has been said by writ|rs on Indian economic problems Ineffi- 
about the inefficiency of Indian industrial labour, and attempts 
have often been made to calculate mathematically the amount labourers, 
of inefficiency by comparing the 'average Indian labourer with 
the average English labourer. One can easily see the theo- 
retical and practical limitations of such calculations. It has also 
to be recognised that if the Indian labourer is inefficient, the 
fault is not entirely his. He has to work in many cases under 
inefficient leadership and with out-of-date instruments and 
appliances. The enervating, and in some parts unhealthy, 
climate and the weak physique of the labourer also are contri- 
butory factors. Wages are wholly inadequate, and the standard 
of living is extremely low. The hours of work were very long in 
the past, and even to-day there is scope for making them 
shorter. The dwelling-houses of labourers are exceedingly con- 
gested and insanitary. If, further, we take into consideration 
the lack of education and technical training, the lack of discipline 
and orgam’sation, the habits of loitering and procrastination, 
and the extent of indebtedness, we get some idea of the causes 
of inefficiency of the labourers of India. 

It will be admitted even by a pessimist that most of the above * Houjaing. 
causes can be eradicated. Better housing for labourers has al- 
ready been attempted in many factories. The municipal housing 
scheme laimched by the Bombay Development Directors has 
failed on account of inefficient handling ; but there is no reason 
why a comprehensive scheme of better housing should not be 
possible. It has sometimes been contended that higher wages 
given to Indian labourers would not raise their standard of hving. 

Apart from the theoretical invalidity of such an argument, it can 
be pointed out that, during the last two decades, there has 
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actually taken place a marked improvement in the standard of 
living of the labourers. 

Labour welfare schemes^ play a very important part in every 
country in which attempts are made to reconcile the conflicting 
interests of the labourers and the employers. These schemes are 
beneficial in two ways. They keep the labourers satisfied and 
well-disposed towards the employers and thus help to obviate 
strikes. They also help to raise the standard of living of the 
workers, thus increasing their efficiency. But the labour welfare 
movement has not yet gone far enough. No all-India welfare 
scheme has been launched by the Government. But in many 
cases factory owners have inaugurated their own welfare 
arrangements, with appreciably beneficial results. Besides, some 
outside social service institutions, like the Y.M.C.A. or the Social 
Service League, have done much to bring education and medical 
aid to the working people. Co-operative credit societies and 
co-operative stores are also of some help to the industrial 
workers. In some provinces Maternity Benefit Acts have been 
passed providing for monetary help and leave before and after 
child-birth. 2 

One of the most important problems of employment of labour 
is that of hours of work. In India the movement for restriction 
of hours began early, and of late it has been encouraged by the 
gradually increasing strength of trade unions and by the con- 
ventions adopted annually by the International Labour Con- 
ference. The first Factory Act was passed in India mainly on the 
insistence of Lancashire textile interests, who claimed that the 
Indian mills had been getting an unfair advantage over them by 
employing children and women without any restriction. In those 
days the interests of British trade and industry often dictated 
the policy to be adopted in India, and the Government of 
India hastened to pass the Factory Act of 1881, prohibiting 
the employment of children below 7 in any factory. This 
Act also laid down that young persons between the ages of 7 
aud 12 must not be made to work in any factory for more 
than 9 hours a day and that they must be given 1 hour’s 

^ Vide Industrial Labour in India (International Labour Office, Geneva, 1938). 

^ An attempt to get a Maternity Bill for the whole country passed by the 
Legislative Assembly failed in 1924. 
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daily rest and 4 holidays every month. In 1891, the mini- 
mum age for employment of children was raised to 9 years and 
the maximum daily hours of work were fixed at 7 for children 
between 9 and 12 and at 11 for women. Some restrictions 
were imposed upon the employment of women and children at 
night. The next amendment of the Factory Act came in 1911, 
after a Commission had reported on the subject in 1908. This 
amendment lowered the hours of work for children above 9 and 
below 14 to 6 hours a day and it set a 12-hour limit upon 
the daily hours of work for men labourers in textile factories. 
The employment of women at night was prohibited. 

Factory legislation in India took another turn in the post-war 
years, mainly on account of the growing strength of labour 
organisations and of the influence of the conventions of the 
International Labour Conference.^ An important amendment 
to the Factories Act came in 1922, when the law was extended to 
apply to power-using factories employing not less than 20 persons. 
The minimum age for employment of children was raised to 12 
years and a 6-hour daily limit was set down for young persons 
above 12 and below 15. For adult labourers, a standard hmit of 
11 hours a day and 60 hours a week was prescribed, and provision 
was made for an interval of 1 hour after every 6 hours. 

When this Act was brought into operation, the employers 
claimed that as a matter of fact the actual hours of work were 
less than the statutory standard, and even these were equivalent 
to a still smaller number of hours of effective labour on account 
of the habits of idleness and loitering. On the other side, the 
labourers continued their agitation for an 8-hour day, or at 
least for a 10-hour day. The W'hitley Commission recommended 
a small reduction of the limits, and an amending and consolidating 
Act was passed in 1934. 

This Factories Act of 1934 lowered the hours of work for children 
between 12 and 15 years of age to 5 per day. The hours of work 
for adults were retained at the same figures as under the Act of 
1922 for seasonal factories (e.g,, sugar). In the case of perennial 
factories the limits set down were 54 a week and 10 a day. 

^ For a lucid presentation of post-war labour legislation, reference may be 
made to Principles and Problems of Indian Labour Legislation by Dr. R. K. Das 
(University of Calcutta, 1938). 
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Special provisions were made to regulate the total ‘ spread-over * 
of the working hours of the labourers in course of a particular day. 
Mines Act. Legislative enactments and rules have been specially made for 

regulating the employment of labourers in mines. Under the 
Indian Mines (Amendment) Act, 1935, the maximum hours of 
work have been limited as follows : Above ground, 54 a week 
and 10 in any day ; belovr ground, 9 hours a day. Children 
under 15 are excluded from employment. Kules are also in 
force for excluding women from underground work by a gradual 
process. It is expected that by the end of 1939 there will remain 
no woman worker employed imderground. 

Work- Attempts have also been made by the legislature to bring 
relief to the labourers in other ways. The Workmen’s Compensa- 
sation. tion Act of 1923 introduced the principle of compensating the 
labourers in cases of death or disablement arising from any cause 
connected with their work. In 1933 the scales of compensation 
were revised.^ 

Payment In 1936, a Payment of Wages Act was passed to regulate the 
of Wages period of, and delays in, wage-payment, and also to control many 
’ * of the illegal deductions that are often made by the employers 

from the wages of the labourer. The Act requires payment of 
wages within 7 days of the conclusion of the wage-period. 

Two other aspects of the labour problem in India remain to be 
considered. During the years immediately following the war. 
Labour there ensued a series of strikes and other sorts of labour trouble, 
disputes, main reason for this outbreak was to be found in the high 

prices which were not offset by rises in wage-rates. In a country 
where unionism had not even then grown to any considerable 
extent, it was natural that wages lagged behind prices, and 
consequently the labourers had to suffer from a great economic 
distress. Since then, strikes have become a constant feature of 
the industrial life of India. There has been a great variety in the 
reasons that have led to strikes on different occasions. In most 
cases, strikes have occurred on account of labourers’ grievances 

^ According to these provisions, the adult labourers are to receive 42 months’ 

. wages in case of permanent disablement subject to a maximum of Rs. 6,000, 
and children a hxed amount of Rs. 1,200. In the case of the death of an adult 
labourer from occupational causes, the dependants are to receive 30 months’ 
wages subject to a maximum of Rs. 4,000, and in the case of the death of a 
child, Rs. 200 only. 
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in respect of conditions of work, terms of employment, or wage- 
rates. But many strikes have taken place from other causes, 
e.g,, protests against dismissals or political influences. 

There are three ways in which labour disputes can be settled. 
The mediation of some eminent outsiders is helpful when both the 
parties have an unreserved confidence in the mediator. In 
Ahmedabad, the mediation of Mahatma Gandhi has often been 
successful in avoiding or stopping labour troubles. The second 
method is that of voluntary conciliation. Both the employers 
and the employees may agree to submit their cases to an 
arbitration committee composed of representatives of both 
the sides. This method has occasionally been tried in India. 
In some countries a third method, which Pigou calls the 
method of coercive intervention, has been tried with success. 
This method entails an official enquiry into the grievances of 
the workers and an official settlement that is binding on both 
the parties. 

In India, legislation for settling such labour strikes was intro- 
duced by the Trade Disputes Act of 1929. Under the provisions 
of the Act, the Government is empowered to appoint a Court of 
Enquiry, consisting of a chairman and other members, none 
belonging to any of the j)arties to the dispute, or a Board of Con- 
ciliation, consisting of a chairman and other members, who may 
be independent persons or representatives of the parties to the 
dispute. The Court or the Board try to bring about a settle- 
ment, but the decision is not legally binding on the parties con- 
cerned, Strikes and lockouts in public utility services without 
proper notice have been made illegal. It has also been provided 
in the Act that strikes and lockouts declared for causes extraneous 
to the industry concerned or int/ended to cause “ severe, general, 
and prolonged ” hardship upon the people will also be regarded 
as illegal. In some provinces special officers have been appointed 
to deal with labour disputes. 

A strike is a double-edged weapon. If properly handled, it can 
be of great use to labourers. But its potency for mischief is 
equally great. In cases where it is improperly used, it may do 
a great deal of harm to industry as well as to the labourers them- 
selves. A strike should, therefore, be resorted to only when there 
is no other way of settling a dispute. 
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It has already been remarked that the trade union movement 
has grown to a considerable extent in the post-war years. At 
present there are in existence well-organised unions of labourers 
in many industries, particularly in railways, iron and steel fac- 
tories, and engineering works. The progress of the movement, 
however, has been handicapped by a number of adverse factors. 
The labourers are illiterate and poor ; leaders are rare among 
them ; a great variety of castes, sub-castes, languages, and cus- 
toms prevent the growth of a sense of unity ; and their migrat- 
ory habits prevent them from acquiring any permanent affilia- 
tions with the industry in which they are employed. In spite of 
these difficulties, however, the trade union movement has made 
a fair progress in India. 

The Trade Unions Act of 1926 empowers the unions to get 
themselves registered. A registered trade union must maintain 
its papers properly and have its accounts regularly audited ; at 
least half of its officials must be labourers employed in the 
industry itself. In return for these obligations, a registered trade 
union and its members enjoy immunity from criminal liability 
in all its legitimate activity, and immunity from civil liability 
in certain cases. If a fund is maintained by a registered union 
for political purposes, contributions to it are optional on the 
part of the members. 

The trade union movement deserves every help and encourage- 
ment from the Government. But care should be taken to 
ensure that the movement is not exploited for other than its 
legitimate purposes. The constructive programme of trade 
unions should be regarded as the most important part of their 
functions. The development of trade unions on sound lines 
is an imperative necessity in a country where the working 
class is ignorant and its moral and material condition is far 
from satisfactory. 

In conclusion, it may be observed that though there has been 
some improvement in the conditions of employment of labourers, 
much remains to be done. The different Provincial Governments 
will have to devise schemes of their own and in doing so they 
will have to proceed cautiously and with circumspection. Re- 
cently, the labourers of the Bombay Presidency expressed dis- 
satisfaction at the attempts of the Provincial Governments to 
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introduce new schemes for conciliation of trade-disputes.^ In 
every piece of labour-legislation the welfare of the workers and 
the general interests of the country must be the chief considera- 
tions. Great scope still remains for improving the condition of 
the labourers without causing detriment to the legitimate interests 
of the employers. 

^The occasion was the passing of the Bombay Industrial Disputes Act, 
1938, which seeks to make all strikes and lock>outs illegal until such time as 
the procedure provided in the Act for conciliation and arbitration is exhausted. 
This Act repeals the Bombay Trade Disputes Conciliation Act, 1934. 
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TRANSPORT 
1. KAILVVAYS 

Until the time of Lord Dalhousie, the construction of railways 
in India was neglected. The first railway line in India was 
opened by the G.I.P. Railway Company in 1853, connecting 
Bombay and Thana. In the following year, the East Indian 
Railway Company opened a line between Howrah and Hooghli. 
After the Sepoy Mutiny, the strategic importance of railways 
was fully realised, and railway construction proceeded at a very 
rapid pace. The total route mileage of all Indian railways on 
the 31st March, 1936, w^as 43,118, of which 74 per cent, was owned 
by the Government of India. 

Though the primary objects of the construction of railways 
was strategic and administrative, their economic effect has been 
immense. Cheap, easy, and quick communication enables the 
surplus population of congested areas to move to the more thinly 
populated parts of the country where labour alone is needed to 
make the soil yield bountiful harvests. There the people can turn 
their labour to better account and command higher rates of 
remuneration. The railways have helped to equalise to a large 
extent prices in the different parts of the country. Under their 
influence, the whole of India is fast tending to become one mar- 
ket for the more important articles. The value of railways is 
most realised in periods of famine. Famines are rarely universal 
throughout India. Generally, they affect particular tracts, and 
it often happens that when one area is suffering, another has an 
abundant harvest. Now the railways have made it possible 
for the deficiency of the former to be made good out of the surplus 
of the latter. They thus greatly help in mitigating the sufferings 
of the starving population. Besides, the railways have given a 
great impetus to the economic and other activities of the people. 
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The influence of railways on the moral and social life of the 
people has also been considerable. Their political effect is seen 
in this that they have made possible an efficient system of central- 
ised administration. 

The railways have also yielded substantial benefits in an 
indirect way. The purchase of rails and other railway materials 
in India has given a considerable stimulus to the Indian iron 
and steel industry. When locomotives are constructed in this 
country the steel industry will receive a further impetus. Indian 
timber is being profitably utilised to serve as sleepers and as 
material for building the passenger-coaches. Besides, in normal 
years the Indian Government expects to realise a consider- 
able income from the railway surpluses. During a fairly 
long period, the Government received annually, on an 
average, about 0 crores of rupees as contribution from the 
railways. 

On the other hand, by promoting the importation of foreign 
goods they have hastened the decay of indigenous industries. 
Besides, the okstruction caused to natural drainage by high-level 
railroads and the formation of stagnant pools on both sides of 
the railway lines, have most prejudicially affected the health of 
the people. 

Indian railways show" a remarkable diversity of conditions 
in respect of ownership and control. When the first proposals 
for the construction of railways were mooted it was agreed that 
railways should be constructed by companies incorporated in 
England for the purpose. But the early companies were 
hesitating, as they were under an apprehension that the poverty 
of the country would not make such a venture profitable. 
They therefore insisted on a guarantee by the East India Com- 
pany of a specified return. Two contracts were made in 1849, 
but it was not until 1854 that the policy of entrusting generally 
the construction of railways to private companies was definitely 
adopted. The main reason for this policy was “ that the conduct 
of commercial undertakings did not fall within the proper 
functions of any government, and least of all within the functions 
of the Government of India, since the dependence of the popula- 
tion on the Government was, in India, one of the greatest draw- 
backs to the advance of the country, and that the country would 
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therefore benefit by the introduction of English energy and 
English capital for railway purposes, with the possibihty that 
such energy and capital would in due course be encouraged to 
assist in the development of India in other directions.” ^ 

The system which was introduced for the purpose of railway 
construction in India is known as the Guarantee System. Under 
it, the East India Company agreed to provide land free, and 
guaranteed interest on the capital at the rate of five per cent, per 
annum. Half of any surplus profits earned was to be used 
towards repaying to the Government any sums by which it had 
been called upon to supplement the net earnings of any previous 
period in order to make good the guarantee of interest ; and the 
remainder was to belong to the company. The companies in all 
respects, with the exception of choice of staff, were placed under 
the supervision and control of the Government. Further, at the 
expiration of the term of 99 years the land and works were to 
become the property of the Government, the rolling-stock and 
other movable property being paid for at the market value ; and 
the Government had the option of purchasing the line after the 
first 25 years or after the first 50 years on paying off capital, at 
market value, by granting annuities for the remaining period of 
the lease. 

The construction of railways under this system was by no 
means economical, as there >vas little incentive to economy. The 
relations between the Companies and the Government could not 
be expected to be harmonious, and conflicts were bound to arise. 
The financial loss to the Government under this system was 
enormous. Attempts were made between 18C2 and 1867 to 
encourage the construction of railways in India by unguaranteed 
companies with fixed subsidies, but the terms which were offered 
failed to attract capital. After 1869, the Government itself 
undertook the construction of railways, as it was realised that 
the credit of the Government would enable it to borrow the 
necessary capital on easier terms than a company. The famines 
which overtook the country in the seventies, and the havoc they 
caused, brought the question of railway construction to the fore- 
front again. The Famine Commission of 1880 impressed upon 

' Vide Ainscough, General Review of the Conditions and Prospects of British 
Trade in India^ 1919-21, p. 314. 
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the Government the necessity for accelerating the pace of railway 
construction as a protection against the recurrence of famines. 
This led to the re-introduction of the Guarantee System with 
terms more favourable to the Government, and several lines were 
constructed under this system. In the case of some guaranteed 
lines the Government exercised the option of purchase, and in 
some cases the option was not exercised. The resulting con- 
sequence of this has been that railways in India are managed 
under diverse conditions, and they may be classified into three 
broad classes : 

(1) State lines worked by the state. 

(2) State lines worked by a company. 

(3) Company lines worked by a company. 

Having thus briefly traced the history of railway construction, 
let us examine the relations which subsist between the Govern- 
ment and companies at present. These relations may be stated 
as follows : 

(a) The lines that they work are the property of the state. 

(b) The greater part of the capital is the property of the Govern- 
ment, either through originally having supplied it or through 
subsequent acquisition. 

(c) When the funds are required for further capital expendi- 
ture, the Government has the option of either providing them or 
of calling on the company to provide them. 

(d) The contracts are usually terminable at the option of the 
Secretary of State. 

The Government also possesses a considerable power of ad- 
ministrative control which is exercised through the Railway 
Board. In the first place, the company is bound to keep the line 
in good working order and fully supplied wdth rolhng-stock, plant, 
and machinery. Secondly, the Secretary of State may require 
the company to carry out any alteration or improvement in the 
line for the safety of the public. Thirdly, he may require a 
company to enter into agreement with other companies for the 
interchange of traffic. Fourthly, he has a general control over 
rates, and can fix the maximum and minimum rates. Lastly, 
companies are bound to keep their accounts in proper form and 
submit them to the Government. 

A few words may be said here about the advantages and dis- 
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advantages of the state ownership of railways. The points in 
favour of such ownership are : 

(i) Profits accruing from railways help to swell the state 
income ; 

(ii) On state-owned railways the convenience and the safety 
of passengers are first considerations ; and 

(iii) Kates are fixed on a fair basis, and may, whenever neces- 
sary, be so adjusted as to help the economic development of the 
country. 

The objections are : 

(i) The fear of imeconomical management owing to the want 
of interest on the part of the railway officials, and 

(ii) The apprehension that state interference with industry 
may be prejudicial to industry itself. 

In 1921, an expert Railway Committee under the chairmanship 
of Sir William Acworth made important recommendations in 
regard to the future railway policy of India. The majority of 
this Committee condemned the existing system of the company 
management of state railways as essentially unworkable. But 
the minority favoured the continuance of the system of both 
state and company management, and desired that the Govern- 
ment should not be committed to a policy of state management 
only for all railways. It was true that company management of a 
railway hne had in some countries been found more economical, 
efficient, and business-like than state management ; but the 
conditions in India were very different. The Government was the 
owner of the property entrusted to the management of the com- 
panies, and as such it was bound to be responsible politically, 
financially, and morally for its working, so as to secure the best 
interests of the country. From past experience it could not be said 
that the companies had looked to the interests of the country 
in the same way as they ought to have done. This was the reason 
for the insistent Indian demand for the management of Indian 
railways by the Government. Further, a system of dual control 
where none had the power of an effective initiative was bound 
to result in great inefficiency and failure. 

Secondly, the majority recommended that the whole of the 
capital for the future development of the Indian railways should 
be raised directly by the state, and loans should be floated both 
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in England and in India. The Committee further recom- 
mended the establishment of a systematic organisation to 
familiarise the population of India with the idea of subscribing 
to Government loans, and for this purpose they suggested that 
the assistance of banks in India should be enlisted. 

But the most important and far-reaching recommendation of 
the Committee was the separation of the railway budget from 
the general budget. The Committee recommended that the 
Finance Department should cease to control the internal finance 
of the railways. The grounds for this important change were 
stated by the Committee in the following words : “ Apart from 
the successive stages of discussion and estimating already 
indicated, there are frequent revisions and reviews of the figures 
and estimates which are necessitated mainly by the inclusion 
of the railway figures in the general budget of the country. The 
grants intimated to the railways at the end of March, that is, just 
before the commencement of the year to which they relate, are 
far from being ‘ fiscal ’ except in name. Changes are frequent 
throughout the year ; they are sometimes necessitated by the 
developments in the railway position, which lead to increased 
demands which could not have been foreseen, or to the surrender 
of funds which for one reason or another has proved impracticable 
to spend advantageously within the period covered by the grant. 
But they are also occasioned by the considerations of an ex- 
traneous nature ; grants may be cut down during the year be- 
cause the Finance Department has to meet increased demands 
from other Departments, or they may be increased unexpectedly 
at a later stage of the year because of some unforeseen windfall.” ^ 

During the last European war, the financial embarrassment of 
the Government of India had compelled them to exercise the 
utmost economy and stringency in providing money for deprecia- 
tion and renewals, with tlie result that the assets did not represent 
the full value which was shown on paper. It was also pointed 
out that the railways in India had no reserve fund from which 
they could draw in times of difficulty. Further, the Committee 
expressed the view that they should be run as a commercial 
concern and not as an appendage to the general finance of the 
country. To remedy these defects the Committee recommended 

^ Vide Acworth Committee^ a Report. 
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the separation of the railway budget from the general budget, 
and the recommendation was accepted by the Government. The 
terms on which the railway budget has been separated from 
the general budget rest upon a convention agreed to by the 
Assembly in September, 1924. According to this convention, 
the Central Revenues are entitled to receive from the railways 
a contribution equal to 1 per cent, of the capital at charge in 
the penultimate year plus one-fifth of the surplus profits in that 
year. The Assembly also stipulated that, if after payment of 
the contribution so fixed the amount available for transfer to 
Railway Reserves should exceed 3 crores, one-third of the excess 
over 3 crores should be paid to the General Revenues.^ 

The financial results of the operation of Indian railways have 
shown peculiarities of their own. From 1854 to 1898, the total 
loss resulting from the Indian railways was 58 crores. From 
1898 the railways regularly earned annual profits till the year 
1930-31. Up to the year 1923-24, the total profits from railways 
amounted to 114 crores of rupees. After the separation of the 
railway budget in 1924-25, contributions from the railways to 
the General Revenues varied between 5| crores and 6| crores 
annually, the total sum received by the Government during this 
period amounting to 41-65 crores of rupees. 

The year 1930-31 brought upon the railways the serious effects 
of the trade depression. The railway surpluses began to turn into 
considerable deficits, and the system could be kept going only by 
loans from the Reserve Fund and afterwards from the Deprecia- 
tion Fund. No contributions could be paid to the Central 
Revenues, and by 1936-37 the outstanding obligations of the 
railways on this account amounted to 30-75 crores, while the 
loans from the Depreciation Fund stood at 31-33 crores. This 
huge fall in railway receipts was due to a number of factors. 
Apart from the decline in the prices of all commodities and of 
raw materials in particular, resulting in a much reduced volume 
of goods traffic, there were other causes, like intense competition 
from motor buses and from river and coastal steamships. 

Reviewing the financial position of the railways in 1936-37, 
the Railway Enquiry Committee, under the presidentship of Sir 
Ralph Wedgwood, remarked that there were many adverse fac- 

' Vide Budget for 1925-26, p. 4 (Speech of the Honourable Sir Charlee Innes) 
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tors against which the Indian railways had to, and would have 
to, contend. The improvement in trade visible in recent years 
had been due to precarious factors and its effects might not be 
lasting ; road-competition had come to stay ; besides, some of the 
burdens assumed by the railways in the years of prosperity would 
continue to exist. The conclusion of the Wedgwood Committee 
was as follows : “ The railways should not be regarded as a 
possible source from which contributions to the General Revenues 
might be derived. We are aware that it was hoped that the sur- 
plus earned by the railways might be such as to place the Central 
Government in a position to contribute revenues to the Provincial 
Governments, if not immediately, at least 5 years hence. This 
hope should no longer be maintained ; but every endeavour 
should be made towards placing the railways in an assured 
position to pay their interest charges in full, and so avoid be- 
coming a burden upon the General Revenues.” ^ 

Since 1936 37, however, the railways have again been showing 
surpluses. The actual surplus earned in 1936-37 was 145 lakhs. 
The revised estimate of the surplus for the year 1937-38 was put 
at 283 lakhs, while the Railway Member budgeted for a surplus 
of 256 lakhs in his estimates for 1938-39.^ Under the Order-in- 
Council issued in accordance with the recommendations of Sir 
Otto Niemeyer, the provincial share of income-tax receipts 
will depend mainly on the extent of railway contributions to the 
federal revenues. The necessity for a vigorous policy of re- 
munerative operation of railways is therefore imperative. 

The Committee laid stress on the importance of giving to the 
Indian public an adequate voice in the management of their rail- 
ways, and for this purpose they recommended the establishment 
of Central and Local Advisory Councils. It may be observed that 
the Indian public have always been insistent in their demand for 
a voice in railway administration so as to be able to ventilate their 
grievances as regards the convenience of passengers, as also for 
a more judicious and impartial distribution of wagons for traffic. 
The Government have ultimately yielded to this demand, and 
have set up Central and Local Advisory Councils at Delhi and 
other important railway centres. Though they have no legal 

^ Report of the Railway Enquiry Committee, 11)37, p. 129. 

* Vide Railway Member’s Budget Speech, 14th February, 1938. 
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powers, these bodies are, if properly constituted, likely to exercise 
considerable influence over the railway administration in the 
country. The Central Advisory Council is partly elected from 
among the members of the Central Legislature. The Standing 
Committee on Bail way Finance, also partly elected by the Central 
Legislature, exercises some sort of control over financial matters. 

Formerly, the Government of India discharged its functions of 
railway administration through its member-in-charge advised 
by the Bailway Board. The Acworth Committee recommended 
the appointment of a chief commissioner and four other com- 
missioners, of whom one should be in charge of finance and three 
other commissioners should be in charge of three respective 
geographical divisions. Western, Eastern, and Southern. The 
Bailway Board now consists of a chief commissioner and three 
other members. One of these members deals with administrative 
and traffic problems, the second with technical questions, and the 
third with the relation of the railway management with labourers. 
There is also a financial commissioner for railways. 

The Government of India Act of 1935 provides for the 
appointment of a Federal Bailway Authority to supersede the 
present Bail way Board. This Authority will be in complete 
charge of the state railways of India, and will, if necessary, take 
up the control and management of other forms of transport 
ancillary to the state railways. In the discharge of its functions 
it will be guided by such instructions on questions of policy as 
may be given to it by the Federal Government ; and, subject 
to this guidance, it will act on business principles, due regard 
being had to the interests of agriculture, industry, commerce, and 
the general public. Not less than three-sevenths of the members 
will be appointed by the Governor-General in his discretion. The 
President also will be appointed by him. Indian public opinion 
is severely critical of the way in which the administration 
of railways is sought to be sheltered against the influence of the 
Legislature and of the Ministers. 

The Indian public have, for a long time past, protested against 
the treatment generally accorded to third-class passengers. 
They provide by far the greater part of the coaching earnings 
and nearly one-third of the entire railway revenue. Although 
some improvement has been effected in recent years in regard 
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to the comforts of the third-class passengers, their interests have 
received much less attention than those of the organised trades 
and upper-class passengers. There is a strong feeling in India 
that the provision of the improved facilities for third-class 
passengers has a priority of claim. This is necessary no less in 
the interests of the railways themselves than in those of the 
passengers, in view of the competition between motor and rail 
traffic. 

Another insistent demand of the Indian public has been for 
the Indianisation of the superior ranks of the railway services. 

The number of Indians in the higher posts is exceedingly small, 
while not one of the highest posts is at present occupied by an 
Indian. The Acworth Committee suggested that early steps 
should be taken to accelerate the pace of Indianisation. At the 
same time, greater educational facilities should be provided in 
order to enable Indians to equip themselves for higher positions 
in the technical branches of the railway services. 

The question of railway rates has long agitated the public mind Railway 
in India. The Industrial Commission pointed out that there were 
complaints to the effect that Indian railway policy did not tend 
to foster the industries of the country.^ As an instance they 
mentioned the case of hides. “ The grant of port rates nearly 
50 per cent, less than the internal rates has,” they said, “ certainly 
discouraged Indian tanning, and aided -certain foreign industrial- 
ists to obtain a hold on a class of raw material of which India 
possesses a partial monopoly.” The governing principle in rail- 
way rating should be that internal traffic should be rated as 
nearly as possible on an equality with traffic of the same class over 
similar distances to and from the ports. Imported manufactured 
articles from the ports are often carried at a lower rate. The 
Industrial Commission, in substantiating this charge, mentioned 
the case of sugar, “ the increased import of which coincided with 
the reduction rates brought about by railway competition.” ^ 

Another charge against railway rating lies in the ‘ block rates ’ 
or higher mileage charges for short lengths imposed on traffic 
moving from a station near a junction with another system to- 
wards the junction, in order to travel a much longer distance over 
^ Vide The Report of the Indian Industrial Commission^ p. 205. 
p. 207. 
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that other system. Further, each railway treats the length of 
its own system as the sole basis for its charges. 

It is a matter for regret that many of the defects of the rate- 
structure pointed out by the Industrial Commission twenty years 
ago continue to exist even at present. The lack of a uniform 
policy in the quotation of rates is a glaring defect, jiarticularly 
when about 75 per cent, of the railways is owned by the state. 
The complaint that rates quoted for traffic from and to the 
ports discriminate in favour of exported and imported goods is 
insistent even now. The Kailway Board, it is pointed out by the 
business community, generally take an extremely conservative 
standpoint in any issue concerning rates. In some cases, com- 
plaints are heard of special preferences being granted to some 
parties causing detriment to the interests of others. The rates 
policy of the railways also affects adversely the industrial 
development of some provinces in their competition with the 
others. 

Railways in modern times are a potent instrument in the 
development of the industries of a country. One important 
factor in the industrial development of Germany has been a 
judicious manipulation of the railway rates. There seems to be 
no reason why a similar policy should not be followed in India 
with an eye to the development of her industries, especially in 
view of the fact that the largest railways are owned by the 
state. To deal with the difficult problem of rates, the Acworth 
Committee recommended the appointment of a Hates Tribunal 
consisting of an experienced lawyer as chairman and two other 
members to represent railways and commercial interests. But 
the Government did not take any steps to constitute a Kates 
Tribunal of a quasi- judicial character. A Rates Advisory Com- 
mittee was constituted instead, in 1926, consisting of a chairman 
and two members representing commercial interests and the 
railways. The decisions of this Committee are not binding on 
any party, and it has not been able to satisfy the business 
community. Section 191 of the Government of India Act of 1935 
provides that the Governor-General may from time to time 
appoint a Railway Rates Committee to give advice to the Federal 
Railway Authority in connection with disputes as to rates or 
traffic facilities. This is no improvement upon the existing state 
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of affairs. An impartial Rates Tribunal alone with judicial 
powers similar to those of the body existing in England can be 
expected to solve the problem. 

The Wedgwood Committee admitted that they were impressed 
with the feeling of grievance which appeared to exist in regard to 
the preferential treatment of export and import traffic. They also 
took into consideration the complaint that the railways were 
too ‘individualistic’ in quoting rates. In both these matters, they 
recommended that traders should have free recourse to the 
Railway Rates Advisory Committee.^ Considering what this 
Advisory Committee has been able to achieve during the last 
twelve years of its existence, it does not appear that even a more 
frequent resort to it will in any way improve matters. 


2. ROAD-RATL COMPETITION AND CO-ORDINATION 
A problem of a serious nature has arisen in recent years in the 
shape of a strong competition between road and rail transport. 
The competition between railways and coastal shipping has 
also sometimes been severe, but it has never assumed dimensions 
attained by the road-rail competition. The post-war years have 
seen a phenomenal increase in the volume of road transport in 
India. The total mileage of roads in India is over 300,000, 
and the total number of buses and lorries registered in British 
India up to the end of March 1934 is nearly 80,000. 

The road policy of the Government has undergone a consider- 
able change during the last decade. In 1928, the Jayakar Com- 
mittee recommended the creation of a Central Road Fund. In 
the following year, the Government of India increased the duties 
on motor spirit to finance this Fund. I^p to the end of 1934-35, 
the total revenue of the Road Fund amounted to 641 lakhs of 
rupees, of which more than 500 lakhs was actually distributed 
among provinces. Questions of importance affecting the roads of 
India are discussed periodically at sessions of the Indian Road 
Congress convened by the Government of India. 

The recent road policy of the Government has helped to bring 
into prominence the chaotic way in wdiich competing transport 

1 Report of the Railway Enquiry ConmitteCr 1937, chap. ix. 
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services have been allowed to develop in India. More than 48 per 
cent, of the railway-mileage of India has a metalled roadway 
running parallel to it. The Mitch ell-Kirkness Report estimated 
in 1932 the annual loss to the Indian railways on account of 
road competition at 190 lakhs. In 1937, the Wedgwood Com- 
mittee estimated the loss at Rs. 450 lakhs a year. This loss was 
tending continuously to increase, because road-mileage was 
increasing, roads were becoming better, and the organisation of 
motor transport was steadily improving. 

Benefits On the other hand, the motor services are in many cases bring- 
motor increased traffic to the railways by connecting the railway 

transport. Stations with distant villages. Besides, the motor transport 
gives the railways a large goods traffic in petrol and motor acces- 
sories. It is also to be noted that motor transport contributes 
annually about Rs. 1 crore to the Road Development Account, 
Rs. 4| crores to the Central Revenues, and Rs. 3 crores to the 
provincial, state, and municipal revenues, making a total of over 
crores.^ Motor transport has many advantages over railway 
transport, particularly in the case of short-distance traffic. But 
the Indian railways represent an investment of over Rs. 800 
crores, the interest and annuity-charges on which have to be 
borne by the Indian taxpayer. In England, regulations were 
imposed upon motor-transport under the Road Traffic Act of 
1930. In the U.S.A., the Inter-state Commerce Commission 
exercises control over the motor-transport agencies. In Italy 
and in Germany, the railways are state-owned, and hence there 
are very strict restrictions on road transport. The Wedgwood 
Committee recommended that the Indian railways should be 
given full powers to run road services for passengers and goods, 
to hold financial interests in road companies, and to make arrange- 
ments with contractors for the running of feeder road services. 
The Indian Railways (Amendment) Act of 1933 had already 
enabled the Governor-General in Council to sanction the running 
of road services by railways. 

The railways can also adopt a number of innovations for in- 
creasing their own traffic. More frequent services, better third- 
class carriages, greater facilities for the conveyance of passengers 
and goods, cheap return tickets, observance of strict economy in 
^ Mitchell- Kirknesa Report^ 1932. 
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the administrative expenditure of the railways are some of the 
measures that can be adopted. 

Co-ordination between road and rail transport is desirable, 
but it is not easy to bring it about in practice. One of the 
purposes of the Motor Vehicles Act recently passed by the 
Indian Legislature is to secure this object. It provides for the 
appointment of Provincial and Regional Transport Authorities 
with wide powers over motor traffic. Regulations have been 
adopted regarding the licensing of motor-drivers and also 
regarding the speed hmits and the limits of weight for vehicles 
using the road. Another important provision of the Act is that 
all motor vehicles will have to be insured against third-party 
risks. It is hoped that by these means competition between 
railways and motor transport will be considerably restricted. 


3, SHIPPING 

Shipping is no less important for a nation than railways from 
the economic point of view. In ancient times, not only was an 
active trade carried on along the extensive sea-board of the 
country, but Indian vessels carried cargoes to Persia, Arabia 
and parts of Eastern Africa on the west, and to Malaya and the 
Indian Archipelago on the east. During the mediaeval period, 
the foreign shij)ping of India lost much of its previous enterprise, 
but an active coastal traffic was continued. In tlie eighteenth 
century, ships were built in Indian yards for the East India 
Company’s service. But, owing to various factors, mainly the 
protection given to British shipping, ships ceased to te built 
in India. Thus, by the beginning of the nineteenth century, Indian 
shipping practically went out of existence, and it was not mitil 
the beginning of the present century that fresh efforts were made 
to revive the industry. 

At the present moment the part played by Indians in mercantile 
shipping is miserably poor.^ India sends out very few vessels 

' The United Kingdom has a total mercantile marine tonnage of 17-4 millions, 
Japan of 4-1 millions, Germany of 3-7 millions, and even countries like Finland 
and Belgium have a tonnage of more than 400,000 each. The gross registered 
tonnage of Indian shipjung in 1935 was only 220,071. Vide )Sup])lem€ntary 
Statement by The Federation of Indian Chambers of Commerce, and other bodies, 
1937. 
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to foreign countries, and her maritime activity is confined almost 
entirely to her coastal sea-board. Even in the field of coastal 
shipping, the bulk of the business is in the hands of foreign 
steamship companies. Indian-owned shipping concerns have not 
developed quickly on account of the intense and unfair com- 
petition of the established foreign concerns. It has, for example, 
been complained that a very large proportion of the export and 
import trade of the country is in the hands of foreigners, and 
an analysis of the conditions shows that the foreign 
domination in this particular sphere is the result of the 
preferential treatment given to foreign firms by their national 
steamship lines. Lala Harkishen Lai, giving evidence before the 
Indian Fiscal Commission, stated as follows : “ The present 
foreign steamship companies give preferential treatment to 
foreign exporting houses as against the Indians engaged in that 
line, with the result that it is impossible for Indians to take part 
in a very profitable branch of business 

The port-to-port rates quoted by these foreign lines have often 
been higher than the rate from a foreign country to India. As a 
result, in some areas foreign goods have enjoyed advantage in 
competing with goods coming from other parts of India through 
coastal shipping lines. Moreover, these foreign concerns have 
killed or injured some Indian steamship lines by means of un- 
scrupulous rate-wars or by such devices as the grant of deferred 
rebates. 

No elaborate discussion is needed to stress the necessity of 
developing a mercantile marine owned and operated by Indians. 
Besides Ibeing an important business in itself, it can remove 
the evil effects of foreign monopolies, provide a new career for 
enterprising young men, and serve as a potential auxiliary of 
national defence. The Government of India was prevailed upon 
to appoint a Mercantile Marine Committee in 1923. The Com- 
mittee recommended a system of licensing of steamers plying 
between coastal ports with a view to gradual Indianisation. They 
also recommended that arrangements should be made to provide 
training in marine engineering to Indian young men. Suggestions 
were also made for the purchase by the Government of one of the 

^ S. N, Haji, Indian Mercaniile MarinCy Indian Shipping Series, Pamphlet 
No. 4. 
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British lines and of the grant of bounties to Indian companies. 
But the only tangible result was the arrangement made for 
training in marine engineering, and the ‘ Dufferin scheme ’ was 
launched. 

In 1928, Mr. S. N. Haji of the Scindia Steam Navigation 
Company, introduced in the Legislative Assembly a Bill pro- 
viding for the reservation of coastal traffic in India for concerns 
of which 75 per cent, of the shares was vested in Indian 
nationals. The Bill further provided that in the case of joint-stock 
companies operating shipping lines, 75 per cent, of the directors, 
including the chairman, should be Indians and the same per- 
centage of the members of managing firms should also be 
Indians. The Bill, however, could not become an Act on account 
of the decision of the Government to wait till the constitutional 
position was clarified at the Round Table Conference. The con- 
sideration of another Bill regarding the abolition of the system 
of deferred rebates was also j)ostponed on the same ground. 

The constitutional issue was sought to be solved by the pro- 
vision in the new Government of India Act to the effect that there 
should be no discrimination against British commercial interests. 
This means that reservation of coastal shipping for Indian 
nationals would be ultra virc\s, and that any consideration shown 
to Indian concerns would have to be extended to British concerns 
also. 

The latest attempt in the direction of develo})ing a mercantile 
marine in India is that made by another non -official member 
of the Central Legislative Assembly who in 1937 introduced 
a Bill to control the coastal traffic of India. This BilP does not 
go as far as Mr. Haji’s, but only seeks to limit unfair competition 
between Indian-owned and foreign concerns in coastal traffic. 
The Bill has received qualified support from the non-official 
members of the Legislature and the general public. What 
India desires is that, while coastal traffic should be entirely in 
the hands of the children of the soil, Indians should also have 
a substantial share in the carrying trade of India with foreign 
countries. 

^ A Bill to control the coastal traffic in India by Sir Abdul Halim Ghuznavi. 
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INDUSTRIAL ORGANISATION AND FINANCE ^ 

1. THE MANAGINC AGENCY SYSTEM 
The pioneering and management of large-scale industry in India 
present certain distinct features which differ from company promo- 
tion and management in other countries. Industrial enterprises in 
this country have been mostly promoted and controlled by a system 
which is peculiar to India. It is known as the Managing Agency 
system. The more important jute mills, cotton mills, tea gardens, 
sugar factories, electric supply companies, and light railways were 
started and arc still managed by managing agents. There are 
many industries which would never have been established in the 
country but for the initiative and the risk taken by the managing 
agents. Without the assistance of the Tatas, the iron and steel 
industry and the hydro-electric industry would not have been 
developed as they have been. 

The origin and growth of Managing Agencies forms an interesting 
subject of study. The system was first adopted in European 
concerns. Among the representatives of European firms trading 
in India there were some persons of outstanding ability and 
enterprise who began to utilise the experience gained in their 
own businesses for promoting other kinds of industrial and com- 
mercial activity. When these were successfully started, the 
organisers managed the new concerns on behalf of the share- 
holders and became known as the Managing Agents. The system 
was subsequently adopted for promoting and organising Indian 
concerns. 

Managing agency firms are organised as individual proprietor- 
ships, private partnerships, private limited companies, or public 
limited companies. The second and third forms appear to be 

^ For a fuller treatment of the subject see Ix)kanathan, Industrial Organiaaiion 
in Indiat N. G. Das, Indvstrial Enterprise in India. 
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the most common, and the more important houses are organ- 
ised under either of these two forms. ^ Whatever the form in 
which the agency firm is organised, the services rendered by them 
to the concerns under their management are similar. 

Broadly speaking, there are three main types of managing 
agency firms in India, (1) European managing agency firms in 
Calcutta, (2) Indian managing agency firms in Bombay, and (3) 
Indian managing agency firms in Ahmedabad. There is one 
important distinction among them in respect of their tenure. The 
managing agency is hereditary and permanent almost invariably 
in Ahmedabad, and in some instances in Bombay, but not so 
in Calcutta. 

The agency firms are formed by a group of individuals with 
strong financial resources and considerable business enterprise.^ 
They promote joint-stock companies, employ their own funds 
or the funds of their friends and relatives for financing their 
requirements, and manage their business. Thus they are the 
promoters, financiers, and managers of the businesses they have 
established. They also act as sale or purchase agents for the 
concerns under their control. The remuneration which they 
charge for the services they render tekes the form of a commis- 
sion. The basis on which this commission is calculated varies from 
one industry to another and in different parts of the country. 
Thus in the case of the cotton mill industry in Bombay, the sys- 
tem of a commission on profits has been prevalent for a long time, 
but in Ahmedabad a commission on the sales basis existed until 
recently. The agents are able to supplement their usual remun- 
eration by earning substantial commissions in respect of various 
subsidiary services rendered by them. 

While recognising that the managing agency system has played 
a very important part in the industrial development of the 
country, it must be admitted that the system has given rise to 
some grave defects. The managing agents were, until recently, 
outside the scope of the Indian Companies Act, and in the 
absence of any statutory control they were able to carry on their 

^ It was pointed out by the Indian Central Banking Enquiry Committee 
that out of 36 managing agency firms whose names appeared in the Calcutta 
Exchange only seven were limited companies and the rest were private firms. 

* Report of the Industrial Commission, pp. 12-13. 
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activities in a manner highly injurious to the interests of the 
shareholders. The hereditary and irremovable character of 
managing agencies, the system of remuneration on a sales basis, 
the practice of rendering subsidiary services such as the pur- 
chase of machinery and stores on behalf of their client concerns, 
the inter-investing of mill funds, the control exercised over the 
directors so as to turn them into mere puppets are some of the 
main grounds on which the system has been severely criticised. 
The agents have also been accused of numerous mal-practices. 
Not infrequently, charges of dishonesty, inefficiency and un- 
economical management have been brought against them. Thus 
the abuse of the system has led to the general belief that it has 
outlived its usefulness. It is, therefore, not surprising that there 
has arisen an insistent demand that the system should be abol- 
ished or at least reformed and placed under statutory control. 

In these circumstances the Indian Companies Act was amended 
in 1936 so as to bring the managing agents for the first time under 
its purview. The aim of this amended Act has been to remove 
some of the gravest defects of this system. The tenure of the 
managing agents has been fixed at 20 years ^ ; the charging of com- 
mission on the basis of sales has been prohibited ^ ; the practice 
of inter-investment of mill funds has been curbed, no company 
being allowed to purchase the shares and debentures of any 
company under the same managing agency, unless approved by 
the unanimous decision of the Board of Directors of the purchas- 
ing company.^ The rendering of subsidiary services has not been 
banned altogether, but the receipt of any additional remuneration 
for such services has been made subject to the sanction of a 
special Resolution of the company.^ The independence of the 
directorate has been sought to be secured by limiting the number 
of directors nominated by managing agents to a maximum of one- 
third of the total number.® 

It is to be hoped that Managing Agents will now do their best 
to remove the defects of the system. In particular, they should 
concentrate their attention on the use of the most up-to-date 
machinery, the adoption of a better system of marketing, the 
improvement of the method of recruiting and training labour, the 

1 Section 87 A. * Section 87 c. ® Section 87 f. 

* Section 87 c (2). » Section 87 i. 
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introduction of greater facilities of research and a more economical 
way of management. If they utilise to the full extent their 
opportunities during the limited span of life allotted to them, 
their services in the cause of the industrial development of the 
country will be remembered with gratitude, and they will have 
paved the way to the formation of a new class of capable directors 
and entrepreneurs who will be able to give a fresh impetus to 
the growth of Indian industry. 

2. INDUSTRIAL FINANCE 

The problem of industrial finance in India has engaged con- 
siderable attention in recent years. The question was brought 
to the forefront by the Industrial Commission in their Report 
published in 1918. It was also considered by the External Capital 
Committee in 1924. But it received full attention from the 
Central Banking Enquiry Committee in 1929. Not only did the 
Committee make a detailed examination of the entire banking 
system of the country, but it also conducted a searching enquiry 
into the existing position of industrial finance in India, particu- 
larly the part played by the Indian banks in providing it. 

Broadly speaking, organised industry requires two kinds of 
finance, namely, fixed (or block) capital and floating (or working) 
capital. The former includes not only the initial capital for the 
purchase of land, the erection of factory buildings and the in- 
stallation of plant and machinery, but also the funds required 
for extension, replacement, and reorganisation. The floating or 
wmrking capital is required for the payment of wages, the pur- 
chase of raw materials and stores, marketing charges, and other 
current expenses. The problem of industrial finance in India 
relates both to the provision of long-term financial facilities and 
to the supply of current finance. In western countries the short- 
term financial needs of industries are met without much difficulty, 
and there, the complaint is chiefly made about the inadequacy of 
long-dated capital. But in India, industries suffer not only from 
a lack of long-term financial facilities but also from the insufficiency 
of working capital and the heavy cost of obtaining it. 

Indian investors are proverbially nervous about industrial 
shares and debentures. Land constitutes perliaps the most 
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attractive field for investment. After land come Government 
securities, postal cash certificates, and port trust and municipal 
debentures. A very small proportion of the people's savings is 
put in industrial shares. India’s banking system is modelled 
not on the continental system but on the pre-war English system 
of deposit banking and is ill-adapted for the task of long-term 
industrial financing. Issue houses, investment banks, and under- 
writing firms are conspicuous by their absence in India. There 
is hardly any organisation in the country which grants long-term 
loans to industries against their fixed assets. In these circum- 
stances industries experience great difficulties in raising their long- 
dated capital. Cases in which the share capital is over-subscribed 
are exceptional, and in the majority of instances the amount 
obtained from share capital is inadequate even for the initial fixed 
capital expenditure. Debentures, again, are not a popular form 
of investment in the country ; and it is almost impossible for 
industries either to supplement their share capital or to obtain 
the necessary finances for extension and re-organisation by resort 
to this method. 

It often happens that the capital raised by the issue of shares 
is soon spent in tlie erection of factory buildings and the installa- 
tion of the necessary plant and machinery, very little being left 
for meeting the current expenses. Most industrial concerns, 
therefore, have to seek this finance from outside sources. But 
the difficulty of securing this finance is great, and the cost of 
obtaining it is enormous. The Imperial Bank and other joint- 
stock banks play some part in the provision of this sort of finance. 
But industrial concerns are severely handicapped by the fact 
that the banks do not lend only agaiiLst the hypothecation of 
liquid assets but insist on the guarantee of the managing agents.^ 

Banks, however, are not the only or even the chief source of 
supply of current finance for industry. In the cotton mill in- 
dustry of Bombay and Ahmedabad, the financial assistance 
provided by the banks is of an insignificant character. In 
the former 9 per cent, and in the latter only 4 per cent, of the 

' Although the Imperial Bank (Amendment) Act of 1934 has authorised the 
Bank to lend directly against the hypothecation of goods, there is no evidence 
to indicate that the Bank is willing to dispense with the additional guarantees 
of the managing agents. 
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total finance required by the mills was obtained from the 
banks in 1930. Public deposits are the most important source 
from which the mills in Bombay and Ahmedabad obtain their 
current finance. These constituted 11 per cent, of their total 
finance in Bombay and as much as 39 per cent, in Ahmeda- 
bad ^ in 1930. In ordinary times the system has certain inherent 
advantages, and cotton mills under sound and prudent manage- 
ment have been immensely benefited under it during the last 30 
or 40 years. But it is a fair-weather friend and is likely to prove 
a source of great embarrassment in times of crisis when the public 
make sudden and heavy withdrawals. In recent years, this source 
of the supply of current finance has considerably dried up. 
During the economic depression large withdrawals were made. 
A considerable number of businesses was landed in disaster. 

Reference has already been made to the important part 
played by the managing agency system in the provision of 
financial assistance to industries. Managing agents themselves 
subscribe largely to the share capital and debentures of industrial 
companies under their management and frequently induce their 
friends and relatives to take up considerable parcels of such shares 
and debentures. They offer their guarantee for the loans obtained 
from the banks and the ir reputation helps the milk , to draw 
large amounts of deposits. They also make considerable ad- 
vances to their companies out of their own funds whenever the 
companies are in need of finance for meeting their capital ex- 
penditure or for development and extension. Not only do the 
managing agents directly subscribe to the shares and debentures 
but they also assist in their flotation in the market. Thus they 
perform the same functions in India as the issue hp uges of Eng- 
land and the ‘ industrial banks ’ of Germany. ^ ' 

But the credit which managing agents claim for the financial 
assistance rendered by them to their constituent companies is far 
greater than they deserve to get. If one goes deep into the problem , 
it will be evident that the concerns which they financially assist 
are under their control and management and all the details of 
their financial position are well known to them. Thus the risk 
they run in lending to them is leas than in ordinary investments. 
Besides, the rates of interest charged by them are much higher 

^ Indian Central Banking Enquiry Committee'' s BeporU vol. i, pt. 1, p. 278. 
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than what they would have obtained by investing in shares of 
other companies. 

The necessity of setting up special institutions for solving the 
problem of industrial finance in India was recognised by the 
Industrial Commission as well as by the Central Banking 
Enquiry Committee. The Industrial Commission favoured the 
estabhshment of an institution in India on the lines of the Indus- 
trial Bank of Japan. The Central Banking Enquiry Committee 
recommended that those Provincial Governments which could 
find it necessary to furnish better financial facilities to industries 
within their respective provinces should take the initiative in 
starting Provincial Industrial Corporations. Such Industrial 
Corporations should obtain their capital by issuing shares and 
debentures to the public, and the Provincial Governments should 
subscribe a substantial proportion of the share capital. The 
Government may also give a limited guarantee for the debentures. 
Further, funds may be obtained by accepting fixed deposits from 
the public.^ These corporations should specialise in the pro- 
vision of long-term capital to industries which should continue to 
obtain their working capital from existing institutions. 

It was further suggested by the Committee that an All-India 
Industrial Corporation might be estabhshed if the Central 
Government and the Legislature were convinced of its need, and 
meanwhile the Provincial Corporations should form a Central 
Association to promote and safeguard their common interests. 

Attempts have so far been made by only two Provincial Govern- 
ments to start special institutions for the financing of industries. 
The Industrial Credit Syndicate of Bengal was registered in 
March 1937, with an authorised capital of Rs. 50,00,000, with 
the special object of financing small and cottage industries in the 
province. An agreement has been made with the Government 
of Bengal under which the Provincial Government will from time 
to time pay to the company (1) one-half of any losses of capital 
attributable to the first 10 lakhs of rupees lent by this company, 
and (2) one-half of any losses of capital attributable to any 
amount lent by the company after and in addition to the com- 
pany’s first loans, provided that the capital sums covered by 
these subsequent loans in origin formed a part of the sum of 10 
^ Indian Central Banking Enquiry Committee^ a Report^ vol. i, pt. 1, pp. 301-303, 
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lakhs of rupees referred to above. The Provincial Government 
has further agreed to pay to the company in respect of each of 
the first 5 financial years the amount spent in each year in 
administrative expenses or a contribution of Rs. 20,000 towards 
these expenses, whichever is less. The maximum amount that 
can be lent by the company to a single customer is limited to 
Rs. 15,000, and the duration of the loan must not exceed 10 years. 

In the United Provinces, the Industrial Finance Committee 
(1935) recommended the estabhshment of a joint-stock bank 
under the title of the United Provinces Credit Bank Ltd., with the 
distinct object of providing both long- and short-term financial 
facilities to the provincial industries. The initial authorised and 
issued capital should be fixed at Rs. 25 lakhs, and the Provincial 
Government should guarantee a dividend on the initial paid-up 
capital of the Bank at the rate of 4 per cent, per annum free of 
income-tax. Under certain conditions the Government guaran- 
tee would terminate after 5 years, but in no case should it con- 
tinue for more than 20 years. The United Provinces Industrial 
Corporation has been established more or less on the lines of these 
recommendations. It will have a capital of Rs. 15 lakhs fully 
paid-up. The Government will guarantee payment of Rs. 60,000 
annually to enable the company to declare a dividend and wiU 
also contribute Rs. 20,000 annually for the first five years towards 
one-half the cost of the management. Assistance will be confined 
to industrial companies having a capital not exceeding Rs. 50,000. 

These are, however, extremely feeble efforts.^ The problem of 
industrial finance in our country cannot be solved unless industrial 
banks are established in the important industrial centres for 
providing long-term financial facihties to small-, medium-, and 
large-scale industries. These banks may be federated into an 

^ A Report of the ITnited Provinces Industrial Financing Corporation, subsi- 
dised by the Government, lias been issued to shareholders for their meeting to 
be held on July 6, by which time the Corporation covers the legally allowed 
period of six months. The accounts show that out of Rs. 3,55,675 received 
Rs. 3,06,000 was invested in gilt-edged securities carrying about a three per 
cent return. Rs; 9,984 as preliminary expenses is already received from the 
Government. A contribution amounting to 4 per cent on the paid-up capital 
plus 50 per cent for working expenses is still receivable from the Government. 
Commission paid amounted to Rs. 9,020, which works out at less than 1 per 
cent on the subscribed capital of Rs. 10,00,000. It is needless to say that such 
institutions can be of little assistance to the industrial development of India. 


The 

United 

Provinces 

Industrial 

Corpora- 

tion. 



324 


INDIAN ECONOMICS 


all-India institution, or an independent Finance Corporation 
may be established on an all-India basis for supplying the 
financial needs of the entire country. It is true that there 
is an under-current of feeling in certain quarters that the experi- 
ment of industrial banking actually made has not proved a 
success. The reference is to the Tata Industrial Bank and a 
number of other institutions which were started during the 
post-war period. These institutions failed either because they 
w’^ere not established on a firm basis or because they were not 
conducted on sound principles. While, therefore, these failures 
should afford lessons for the more careful management of similar 
institutions in future, they should not be regarded as a ground 
for doubting the success of a well-conceived scheme for the 
financing of Indian industries. 



CHAPTER XXII 


BANKING AND CURRENCY PROBLEMS 

1. THE RESERVE BANK OF INDIA AND 
AGRICULTURAL FINANCE 

The Reserve Bank of India was authorised by Section 54 of the Act 
to create a special Agricultural Credit Department. The func- 
tions of this department arc : (1) To maintain an expert staff to 
study all questions of agricultural credit and to be available for 
consultation by the Governor-General in Council, Provincial 
Governments, Provincial Co-operative Banks and other banks, 
and (2) to co-ordinate the operations of the Bank in connection 
with agricultural credit and its relations with provincial co- 
operative banks and any other banks and organisations engaged 
in the business of agricultural credit. 

The Rural Credit Department of the Commonwealth Bank of 
Australia has supplied the principle on w^hich the Indian system 
has been organised. But the functions here are purely advisory, 
while the Rural Credit Department of the Australian Bank has 
separate funds of its own, contributed partly by the Bank and 
partly by the Commonwealth Government, and is authorised to 
issue debentures and make advances against agricultural pro- 
duce for periods not exceeding 1 year. 

The provisions of the Reserve Bank Act in relation to agri- 
cultural finance are to be found in sub-sections 2 (6), 4 (o), 4(c), 
and 4 (d) of Section 17. The financial accommodation which the 
Reserve Bank has been authorised to grant covers the following 
ca'SiSST 

1. Loans and advances against Government paper for 90 days 
to provincial co-operative banks and through them to co-operative 
central banks and primary land-mortgage banks. 

2. Similar loans and advances to provincial co-operative banks 
and central land-mortgage banks declared to be provincial co- 
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operative banks and through them to co-operative central banks 
and primary land-mortgage banks against approved debentures 
of recognised land-mortgage banks which are declared trustee 
securities and which are readily marketable. 

3. Advances to provincial co-operative banks for 90 days 
against promissory notes of central co-operative banks and 
drawn for financing seasonal agricultural operations, or rediscount 
of such promissory notes maturing within 9 months. 

4. Loans for periods not exceeding 90 days to provincial 
co-operative banks against promissory notes of approved co- 
operative marketing or warehousing societies endorsed by pro- 
vincial co-operative banks and drawn for the marketing of crops, 
or rediscount of such promissory notes maturing within 9 months 
or loans and advances on the promissory notes of provincial 
co-operative banks supported by warehouse receipts or pledge of 
goods against which a cash credit or overdraft has been granted 
by the provincial co-operative bank to marketing or warehousing 
societies. 

In explaining the part the Reserve Bank can take in the pro- 
vision of agricultural finance, the Bank in its Statutory Report 
has emphasised its character as a bankers’ bank in emergency 
and not their ordinary financing agency. The Reserve Bank 
thinks it impossible for it to lend to agriculturists direct or to 
advance large sums to co-operative banks or indigenous bankers 
for re-lending them to the cultivators as a matter of course. Nor 
does it think that it can take the place of the Government in 
this connection. What can be done by a Government with its 
own revenues is not open to the Bank owing to the limitations 
inherent in its constitution. In outlining the principles on which 
the Bank can make advances to co-operative banks, it stresses the 
necessity of their recognising that they must stand on their own 
legs, obtaining their normal finance from deposits and not relying 
upon the Bank for its supply. Moreover, sp^d co- operativ e 
banks to-day are suffering not from a shortage but from a plethora 
of funds, which makes it increasingly difficult for them to find 
a suitable channel of investment within the movement. The 
Reserve Bank intends to follow the same basic principles in 
making advances to co-operative banks as those for other forms 
of credit and will come into the picture only when the ordinary 
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pool of credit is found to be insufficient to meet tbe reasonable 
requirements of agriculture. 

While the Reserve Bank is prepared to deal with provincial 
co-operative banks on the lines indicated in Section 17 of the Act 
as quoted above, it has laid down certain conditions for the grant 
of advances. The conditions are : (1) The Reserve Bank must 
have the right to inspect the banks approved for financial assist- 
ance ; (2) such banks must furnish periodically financial state- 
ments in certain forms ; (3) they will have to maintain with the 
Reserve Bank minimum balances, the amounts of which will be 
prescribed from time to time ; and (4) the funds advanced must 
be repaid within the time-limit allowed by the Act, and accommo- 
dation should definitely be for helping the banks to tide over a 
temporary shortage of funds. 

The position taken up by the Reserve Bank of India is based 
upon the orthodox conception of the functions of a central bank. 
But there has been a strong feeling in the country that the pro- 
visions of the Act in relation to agricultural finance are hardly 
adequate,^ The conditions laid down by the Bank for making 
advances to provincial co-operative banks appear to be un- 
necessarily stringent. The Co-operative Associations have from 
time to time made insistent demands for extending the provisions 
of the Act in this respect. As early as 1935, the Indian Provincial 
Co-operative Banks’ Association urged that the Agricultural 
Credit Department should not merely be an agency for advice 
and consultation but it should be used as a regular channel for 
supj^ying normal agricultural credit to co-operative banks. It 
has been suggested in some quarters that cash credit facihties 
should be granted to provincial banks. It has also been suggested 
that Section 17, 4 {d), which at present allows advances against 
promissory notes of provincial co-operative banks which have 
granted cash credits or overdrafts for financing the marketing of 
crops, should be extended to include promissory notes given for 
loans and advances granted for the same purpose. It has further 
been urged that Section 17, 2 (a) should be so amended as to 
include the provincial co-operative banks in order that urban 
co-operative banks dealing with small artisans and traders may 

^ Mr. C. W. Heyden, manager of the National City Bank of New York, 
thinks, however, that there is no dearth of credit facilities in India, 
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be able to approach the Reserve Bank through them. As at 
present constituted, the Reserve Bank cannot contribute much 
to the provision of long-term rural credit. But there is a wide- 
spread feeling in the country that the Reserve Bank should 
invest in the debentures of land-mortgage banks and arrange- 
ments should be made to enable the Reserve Bank to give long- 
term agricultural credit. 

In any scheme for effective improvement of agricultural credit, 
the question of bringing the money-lender within the banking 
structure is important. The money-lender is the largest supplier 
of such credit, and if a contact could be established between the 
money-lender and the money-market it would be of substantial 
advantage to the agriculturist. But there are great difficulties in 
the way. The Reserve Bank does not think it possible to have 
direct relations with the money-lenders, but it is willing to culti- 
vate indirect relations with them through the scheduled banks 
in certain forms of agricultural finance. If the scheduled banks 
discount the bills of approved money-lenders drawn for advances 
to cultivators against produce, the Reserve Bank will be prepared 
to re-discount such bills at special rates by the grant of rebates 
to scheduled banks. This concession will enable the scheduled 
banks to make advances to money-lenders for such purposes at 
low rates of interest and the money-lenders in their turn will be 
able to make finance available to the cultivators more freely 
and more cheaply. 


2. THE RESERVE BANK AJS^D THE MONEY-MARKET 
Prior to the establishment of the Reserve Bank of India in 
1935, India was one of the few countries where a dual control 
was exercised over currency and credit. The Government con- 
trolled the currency, and the credit situation, so far as it was 
controlled at all, was controlled by the Imperial Bank. While 
in other countries the control of both currency and credit was 
centralised in and fixed upon a central bank, there was in 
India, as the Hilton Young Commission rightly pointed out, an 
antiquated division of responsibility in this respect. Divided 
control meant divided counsel and failure to co-ordinate. With 
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the inauguration of the Reserve Bank, the control of both 
credit and currency was placed in the hands of a single authority. 

The chief instruments of credit control at the disposal of a 
Central Bank in a country are : (1) credit rationing, (2) moral 
suasion, (3) the discount rate, and (4) open-market operations. 
So far as the first weapon is concerned, it is out of the question 
in India, for the Reserve Bank has not yet attained such a 
position of strength and respectability that in rationing credit 
it may expect to escape from the charge of favouritism. By 
moral suasion is meant the advice given or request made by 
the Central Ihiiik to the market. The effectiveness of this 
instrument obviously depends on the willingness of the market 
to co-oj)erate with the Central Bank. It is idle to cx]:)ect any 
useful result from this particular policy in India unless the 
Reserve Bank were to attain the position of the Bank of England 
or the Federal Reserv<‘ Ikanks in the United States. Even in 
those countries this method is of limited utility. 

In the pre-war days the discount rate w’as regarded to be the most 
potent instrument of central banking control. In 1914, all the 
Central Banks relied upon it. Even in 1931, wlieii the Macmillan 
Committee reported, the bank rate method w^as visualised as 
one of the two main methods of control. The bank rate policy 
derived its importance from the fact that the rate, when effective, 
w^as the key to the whole strii(;ture of interest and discount rate in 
the market. But though it w\as an important instrument of Central 
Bank policy, it was not free from certain shortcomings which 
w'ere r(?cognised by the Macmillan Committee. In recent years, 
the instrument has lost a good deal of its potency in the western 
countries, and in India it is blunt for all practical purposes.^ 

The ineffectiveness of discount })olicv in India arises from the 
fact that the bank rate does not ]:)ermeate the entire banking 
system. Before the advent of the Reserve Bank, the bank rate 
in India meant the rate at wdiich the Imperial Bank was pre- 
pared to give demand loans against Government securities. The 
movements of this rate had more intimate relations with the loan 
operations and exchange policy of the Government and its 
balances with the Bank than wdth the requirements of trade and 
industry. The money-market was divided into two parts, viz., 

* J, C. Sinha, Indian Currency in the La^t Decade, p. 160. 
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the European and the Indian (or the Bazar) parts. There was no 
cohesion between these parts of the market and there were 
frequent differences between the bank rate and the bazar rates. 
The Reserve Bank no doubt supphed the central co-ordinating 
agency which was hitherto lacking, but matters have not im- 
proved. The Reserve Bank is still unable to control the money- 
market satisfactorily by raising or lowering its discount rate, for 
this operation does not bring about a similar rise or fall in the 
market rate. Indigenous banking is not materially affected by the 
Reserve Bank rate. If one remembers that 90 per cent, of Indian 
banking is in the hands of indigenous bankers, one can form an 
idea of the predominating influence of this form of banking. 

The fourth traditional method of Central Bank control — the 
open-market policy — is usually regarded as supplementary to the 
bank rate policy. This method is usually employed in order to make 
effective a given bank rate policy or it may be employed by itself 
when changes in bank rate are considered undesirable. But even 
here it is debatable if the Indian securities market is sufficiently 
wide to enable the Reserve Bank to buy and sell securities with- 
out considering their repercussion on the public finances of the 
country. In the conditions obtaining at present it will be diffi- 
cult for the Reserve Bank to carry on operations on a drastic 
scale and coerce the money-market into submission. 

Among the obstacles in the way of credit control, the existence 
of indigenous bankers outside the organised banking system is 
found to be one of the most serious. Hence the question of 
linking indigenous banking with the organised banking system 
is of the utmost importance. The Reserve Bank in its Statutory 
Report has stressed the difficulties of linking indigenous bankers 
directly to it and has stipulated certain conditions under which 
it will be prepared to admit their direct access to it. These 
conditions include the confinement of their business to banking 
proper by developing deposit business and shedding trading and 
other forms of non-banking business, the maintenance of proper 
books of account, the right of the Reserve Bank to inspect the 
accounts, the filing with the Bank of periodical statements 
prescribed for scheduled banks, and the opening of accounts with 
the Bank within five years of their registration as private bankers 
in its books. 
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The ultimate solution must lie in the development of an open 
bill market in which first-class bills are freely negotiated. An 
important characteristic of the Indian money-market is the 
scarcity of commercial bills of exchange which form a much 
smaller proportion of the assets of the banks here than in the 
West. In the absence of a proper bill market rediscounting 
facilities are very inadequate. If such a market could be 
developed, it would be possible for the Reserve Bank to extend 
its open-market operations to trade bills in addition to 
Government securities. This would give the indigenous bankers 
ultimately the close and direct relationship which they desire 
without subjecting them to undue restrictions and formahties.^ 

But there are several obstacles to the development of a bill 
market, the greatest being the heavy stamp duty. The abolition 
of the stamp duty was recommended by the Hilton Young Com- 
mission as well as the Central Banking Enquiry Committee. It 
was high time that it was abolished. With the fall in the rate of 
interest the incidence of the duty has become a heavy burden. 
Definite steps should also be taken to induce the bankers to 
have greater recourse to commercial bills. A useful suggestion 
was made by Sir Basil Blackett during his term of office as Finance 
Member, namely, the drawing of export bills in rupees. The 
conditions in Sir Basil’s time might not have been favourable to 
the development of this method of financing export trade, but 
the situation has changed considerably since then. Efforts 
should be made now to develop this method. The feasibility 
of introducing rupee bills to finance the Indian import trade 
should also be carefully considered. 

The use of bills might be further extended if warehouses and 
godowns were established under proper management in different 
parts of India. Finance bills drawn at present by shroffs and 
merchants would then be replaced by genuine trade bills accom- 
panied by documents, and these are sure to be preferred by the 
banks. 2 

With the increasing use of commercial bills and the develop- 

^ statutory Report of the Reserve Bank of India {Agricultural Credit Supple- 
ment)^ 1937. 

* Statemeni of the Bengal National Chamber of Commerce ; Indian Central 
Banking Enquiry Committee, vol. ii, p. 502. 
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ment of an active discount market, with the willing co-operation 
of the scheduled banks, with the Reserve Bank operating fully 
as a bankers’ bank and not as a rival institution, with the 
indigenous bankers brought within the fold of organised banking, 
it will not be difficult for the Reserve Bank to achieve a unified 
control of currency and credit. 

3. REGULATION OF BANKING IN INDIA 

Prior to the amendment of the Indian Companies Act in 1936, 
there was hardly any regulation of banking in India. Joint- 
stock banks in the country were registered under the Indian 
Companies Act of 1913 and were governed by its general regula- 
tions. It was only in a few matters that the Act distinguished 
between banks and other companies and contained half a dozen 
special regulations applicable to banks only. Banking institutions 
stood outside the purview of the Indian Companies Act. In the 
absence of any statutory control, banking activity was frequently 
directed into unwonted channels and abuses crept into banking 
practice with the result that tlie country was oftim littered 
with a crop of bank failures involving the utter ruin of thousands 
of depositors. 

There was a widespread feeling for a long time in the country 
that there should be some legislative control over the operations 
of banking institutions. The point was made with great emphasis 
before the Indian Central Banking En(|uiry Committee by a 
large number of witnesses. The Committee, though not in fa vour 
of elaborate banking regulations and restrictions, were of the 
opinion that the then existing provisions in the Companies Act 
governing banking companies were inadequate and recognised 
the desirability of placing on the Statute Book a special Bank Act 
for regulating certain aspects of banking activity. Accordingly 
they made in their Report a number of suggestions for the regu- 
lation of banking in India. The licensing of banks to prevent over- 
extension of banking, the prohibition of organisation of banking 
on the managing agency system, the prescription of a statutory 
minimum capital to ensure adequate capitalisation, the building- 
up of a reserve fund equal to the paid-up capital, the prohibition 
of loans on the bank’s own stock, and the protection of a bank 
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from malicious attacks by designing persons were some of their 
more important recommendations.^ 

The ‘ Foreign Experts ’ who were invited by the Government 
to assist the deliberations of the Committee were not in favour 
of a Special Bank Act. Neither did they accept in their entirety 
the recommendations of the Committee. The introduction of a 
special Banking Act would in their opinion hamper banking 
activities in the country and was calculated to do more harm than 
good. The objective of banking regulation, according to them, 
could be better attained by the amendment and amplification of 
the Indian Companies Act. But it may be pointed out that the 
method of regulation by means of a special Bank Act as proposed 
by the Banking Committee has been adopted in recent years in 
a large number of countries, including those of some of the 
‘ Foreign Experts ’ themselves. The Danish Bank Act of 1930, 
the German Credit Act of 1934, the Belgian Bank Act of 1934, 
and the Argentine Banking Laws of 1935 are some important 
instances. 

The Government of India, however, rejected the recommenda- 
tion of the Banking Committee and, agreeing with the ‘ Foreign 
Experts ’, added a new chapter relating to Banking Companies in 
the Company Law when the Indian Companies Act was amended 
in 1936. The special provisions relating to banks in the amended 
Act comprise Sections 277 F to 277 n. (1) A banking company 
has been defined as a comj)any which carries on as its principal 
business the accepting of deposits of money on current account 
or otherwise subject to withdrawal by cheque, draft, or order.- (2) 
The activities of all banking companies have been restricted to 
ordinary banking business.^ (3) The future employment of 
managing agents for the management of a banking company has 
been prohibited.^ (4) Adequate working capital before business 
is commenced has been ensured by providing a statutory mini- 
mum capital of Rs. 50,000.^ (5) Provisions have been made for 
a substantial reserve fund by requiring every banking company 
to transfer to the reserve fund not less than 20 per cent, of its 
annual declared profits before any dividend is declared until the 

^ Indian Central Banking Enquiry Committee, chap. .\xv. 

* Section 277 f. * Section 277 a. * Section 277 H. 

® Section 277 i. 
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reserve fund becomes equal to the paid-up capital.^ (6) Adequate 
cash reserve has also been provided for by requiring every bank- 
ing company other than a scheduled bank of the Reserve Bank 
to maintain a cash reserve equivalent to 1 J per cent, of its time 
liabilities and 5 per cent, of its demand liabilities.^ 

A careful study of the new provisions in the amended Com- 
panies Act makes it clear that they fall far short of the require- 
ments. Not even the moderate recommendations of the Central 
Banking Enquiry Committee have been incorporated. Some of 
the more urgent reforms have no doubt been carried out but 
a number of important features of recent banking legislation 
elsewhere are missed in the Act. No attempt has been made to 
develop the banking system on sound lines by providing for the 
taking out of licences for new banks. The duties and responsi- 
bilities of bank directors and managers have not been specifically 
defined and limited. Restrictions have not been imposed on 
loans on real estate which have been a fruitful source of disaster 
for commercial banks here and elsewhere. In the circumstances 
the existing provisions must appear to be meagre and inadequate, 
and their replacement by a comprehensive Bank Act on the lines 
of similar Acts in other advanced countries is urgently called for. 

In conclusion, it must be pointed out that too much emphasis 
must not be put upon legislation as a means for ensuring a 
good banking system. As Mr. Hartley Withers pointed out 
long ago, it is good bankers but not good loans which 2 )rodiice 
good banking. The admittedly successful banking system of 
England does not owe its sound development to an elaborate 
banking law. It is also true that banking business is largely a 
matter of discretion, and hard and fast rules often fetter the 
discretion of bank directors and hamper banking activities. But 
at the same time it must be recognised that certain matters 
should be provided for by law which will ensure a minimum 
standard of efiiciency and integrity in the conduct of the business 
of banks. 


^ Section 277 k. 


* Section 277 l. 
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4. THE RUPEE-STERLING RATIO 

The question of the rupee-sterling ratio has been the subject- 
matter of widespread controversy in the country for a long time. 

The issue is of very great importance, for upon it hangs the fate 
of the agriculturists, the industrialists, the Government, and the 
public. A careful analysis is required for rejecting or accepting 
a particular ratio. 

The Hilton Young Commission recommended that the rupee Hilton 
should be stabilised in relation to gold at a rate corresponding Young 
to an exchange rate of Is. 6d. for the rupee. At that rate they 
believed that prices in India had already attained a substantial commen- 
measure of adjustment with those in the world at large and ‘Nation of 
that any change in it would mean a difficult period of adjustment * 
and widespread economic disturbance. But it will be recalled 
that even at that time there was a cleavage of opinion among 
the members of the Commission as to what should be the proper 
ratio. In his dissenting Minute, Sir Purshotamdas Thakurdas 
vigorously advocated the case for stabilisation at the old pre-war 
ratio of Is. 4d. and accused the Government of having thrown 
away the opportunity of stabilising at this rate in September and 
October, 1924. The controversy between Is. Gd. and Is. 4d. ran 
a long course and many arguments were adduced to support each 
point of view. The advocates of a lower ratio for the rupee 
argued that India was predominantly an agricultural, and 
essentially an exporting, country. The lower ratio would give a 
bonus of 12 J per cent, to the agriculturists. But, on the other 
side, it was pointed out that agricultural commodities changed 
so many hands before exportation that any advantage from a 
depreciating exchange would be intercepted by the middlemen 
and very little of it would reach the prime producers. The lower 
ratio would further unbalance the central as well as the provincial 
budgets. The Government accepted the recommendations of the 
Hilton Young Commission and linked the rupee to Is. 6d. By 
the Currency Act of 1927 was established a gold bullion-cww- TheCur- 
sterlins exchange standard in India. The Government had the Act 
option of giving sterling and not gold, and hence the standard ° 
thus established was in reality a Sterling Exchange Standard 
although in practice it worked as a Gold Exchange Standard until 
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26th September, 1931, during which period sterling was at par 
with gold. The Government had lioped to silence all controversy 
by this decision, but the voices of protest did not die down. 

In the meantime, the world was caught in the grip of a depres- 
sion of unparalleled intensity. The full brunt of the world- wide 
depression began to be felt in India after June 1930, and the year 
1931-32 proved to be a critical one in the history of Indian 
currency. There was a collapse of prices, and trade began to 
decline rapidly. The financial position of the Government be- 
came embarrassing and the exchange position was quite serious. 
The rupee began to fall rapidly to the lower gold point, and even 
went below it. Sales of He verse Councils by the Government to 
keep up the exchange rate proved futile, and throughout the 
months of August and September 1931 the rupee-sterling rate 
remained just below the gold export point. 

On the 21st September, 1931 , Great Britain abandoned the Gold 
Standard. On the 24th September, the Government of India 
announced its decision to link the rupee to sterling at the Is. 6d. 
rate. Thus India again passed on to the Sterling Exchange 
Standard which had been condemned as most unsuitable for 
India by the Babington-Smith Committee as well as the Hilton 
Young Commission. 

The step taken by the Government raised a storm of protest 
in the country. One view that was widely (canvassed at the time 
was that the rupee should have been left to fluctuate freely and 
allowed “to find its own level”. It was stated that by the 
sterling lin k the rupee would be following exactly the course of 
sterling in its relation to gold, but what might suit England in 
this respect was not necessarily the best course for India. She 
must have perfect freedom, it was contended, to regulate the 
currency in her own interests and as dir(icted by her own position 
and requirements. The reasonings advanced by the Hilton Young 
Commission in rejecting the Sterling Exchange Standard for India 
in 1926 were applied to support this view. Another charge that 
was levelled against the sterling link was that it would introduce 
‘ Imperial Preference ’ by the backdoor. A large section of 
Indian economists and business men, though not advocating a 
‘ free ’ rupee, was definitely of the opinion that the rupee was 
overvalued at the rate of Is. 6d. The gold exports, the declining 
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merchandise balances, and the persistent fall in prices constituted, 
according to them, strong evidence of the overvaluation of the 
rupee. There arose an insistent demand for immediate devalua- 
tion. 

But the Government adhered to their decision. It was pointed 
out on their behalf that they had nearly £32 millions of sterling 
obligations to meet every year and a ‘ free ’ or devalued rupee 
would be a source of great embarrassment in the framing of their 
budgets. Of all the alternatives open to them in 1931, it was 
stated, they had chosen the best. So far as the gold export, the 
reduced merchandise balances, and the dechning prices were 
concerned, the exchange rate had very little to do with them ; 
they were due to other causes. 

With the inauguration of the Reserve Bank in 1935 an element 
of strength was imparted to Indian finance. The exchange 
position was free from any serious difficulty and things moved 
fairly smoothly for some time. But troubles began to arise early in 
1938. The balance of trade in merchandise in favour of India and 
Burma declined from Rs. 66-32 crores in 1937 to Rs. 39-80 crores 
in 1938. During the fust three months of 1938 the situation was 
particularly bad. The exports of precious metals also declined 
considerably in this period. The cumulative effect of this decline 
in the exports of merchandise and of gold soon made itself felt on 
the course of the rupee-sterling exchange. On the 13th of April, 
the Reserve Bank for the first time after several years accepted 
tenders of sterling to the amount of £10,000 at Is. 6^d. instead 
of at Is. 6Jd. This was immediately followed by a decline in the 
market rates and though the Reserve Bank subsequently sus- 
pended purchases by tender altogether the rates continued to fall 
and reached the statutory lower point of Is. 5f|d. in the first 
week of June.^ In their efforts to maintain the rate of exchange 
the Reserve Bank was obliged to utilise freely the sterling 
resources at its disposal. The depletion of the sterling assets of 
the Issue Department amounted to more than 19 crores of rupees 
during the period March 16 to December 18, 1938. 

There was widespread resentment in the country against this 
Government pohey which was leading to the depletion of the 
foreign balances and even to contraction of currency. It was 

^ Report of tJic Central Board of Directors, Reserve Bank of IndiOy 1939. 
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pointed out that the notes in circulation which stood on 30th April, 
1937, at Rs. 192*6 crores came down by 1st July, 1938, to Rs. 
177*31 crores. The rupee coin at the same time was returning to 
the Reserve Bank at the rate of more than 5 crores a year. This 
was regarded as an evidence of a deliberate policy of contraction 
which the Government were pursuing in order to maintain what 
had always been described by them as a ‘ sound ’ rupee. The 
commercial community were considerably alarmed, for a continu- 
ance of this process could not but have a deflationary effect with 
all the attendant evils of monetary stringency, falling prices, 
and commercial and economic mal-adjustment. 

A revision of the exchange ratio was urgently demanded by a 
large section of Indian economists and publicists. Tlie question 
of the ratio came to engage the attention of even the Working 
Committee of the Congress which passed a Resolution in Dec- 
ember 1938 urging upon the Governor- General in Council the 
necessity of taking immediate steps to lower this rate to Is. 4d.^ 
But on the 17th December, 1938, the Government of India issued 

‘ The Resolution runs thus : “ Since the fixation of the ratio at Is. 6cl. to 
the rupee all trade interests in India and public bodies have protested that 
this measure is against the vital economic interests of India and have insistently 
demanded its revision. The Government of India have hitherto resisted all 
these attempts and issued a Communique on 6th June, 1938, declaring that 
they did not intend making any change in the ratio for the time being and in 
support of that declaration sought to rely merely on the instability and un- 
certainty during the period of readjustment which according to them was likely 
to cause greater loss to Indian interests than any corresponding gain from the 
change to a lower ratio. Since June last the balance of trade has turned more 
and more against India. The Committee are of opinion that the rate of ex- 
change of Is. 6d. to the rupee has hit hard the agriculturist of this country by 
lowering the price of agricultural commodities and given an undue and unfair 
advantage to imports in this country. The Working Committee is satisfied 
that the rate of Is. 6d. can not any longer be maintained on the balance of 
trade. During the last 7 years that rate has been maintained by largo 
exports of gold which have been very injurious to the country. Matters have 
now reached a stage where the rate can only be maintained by a policy of 
contraction of currency and credit and by further depletion of the gold and 
sterling resources of India and particularly the paper currency reserve. These 
sterling resources have already been used up to an alarming extent and there 
is a danger of further serious depletion taking place if eflForts continue to be 
made by the Government of India to maintain the present ratio. The Working 
Committee look upon such prospect with the utmost concern and anxiety. 

“ In view of this situation the Working Committee have come to the con- 
clusion that the best interests of the country demand that efforts to maintain 
the present exchange level should henceforth cease.” 
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a communique on the Congress resolution in which they declined 
to take any step to lower the present exchange value of the rupee.^ 
There is some truth in the contention of the Government that 
the devaluation of the rupee would seriously weaken their 
budgetary position. The sterling obligations, apart from the 
cost of stores, amount to nearly £35 million, and in the event of 

* “ The Government of India wish to make it clear that they have no inten- 
tion of allowing a lowering of the present exchange value of the rupee. 

“ On the contrary, they intend to defend it by every means in their power 
and are confident of their entire ability to maintain it. 

“ It is said that since their previous declaration of Cth June, 1938, the balance 
of trade has turned more and more against India. The fact is that in every 
month since June the balance of trade, even including treasury, has been in 
favour of India, and to an extent greater than in the corresponding months of 
the ])revious year. 

“It is said that the sterling resources of India, particularly those of the 
Pajier Currency Reserve, have been used up to an alarming extent. The facts 
are that the a8Het.s of the Paper Currency Reserve were merged in those of the 
Reserve Bank in April 1935, and that the gold and sterling resources of the 
Bank are as high now as they w'ere at the time of its inception and are in any 
event more than 50 per cent, of the total liabilities as opposed to a Statutory 
requirement of 40 i)er cent. only. 

“ Moreover, since the inception of the Bank 60 crores of sterUng debt have 
been repatriated. 

“ It is said that the Is. 6d. ratio has hit hard the agriculturist by lowering 
the price of agricultural commodities. The fact is that since June last the 
trend of the price index of the chief articles of export has been definitely 
upward. 

“ The Govemment of India are convinced that a lowering of the ratio in 
existing international market conditions would produce no appreciable rise 
in w’hat the cultivator can realise for his produce. They are equally convinced 
that it would produce an immediate rise in the cost of what he buys. 

“ It w^ould also seriously weaken the budgetary position of the Central 
Government and the larger Provincial Governments. 

“ In fact, the lowering of the ratio would do no good to anybody except the 
monied and speculative interests who profit from conditions of uncertainty 
and disturbance, or who secure an additional but unseen all-round increase of 
1 2^ per cent, in the protection afforded to them at the expense of the consumer. 

“ Altogether, the Government of India have no doubt that it is their clear 
duty in the interests of India generally and the cultivator in particular to 
defend the present ratio to the utmost of their power. 

“ As already stated, they have every belief in their ability to do this and they 
are confident that drastic measures of contraction will not be necessary except 
to the extent that they are forced upon them by the action of the speculators 
who place their funds abroad in the hope of bringing them back at a profit. 

“ Incidentally, they are convinced that the exchange would be materially 
stronger to-day, were it not for the fact that there have been large movements 
of funds to the United Kingdom by the same speculative interests during the 
last year.” 
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devaluation these transactions alone would add a considerable 
sum to Government expenditure. But it may be replied that 
devaluation will ultimately exercise an expansionary effect on 
both exports and imports and on the whole internal economy of 
the comitry. In the circumstances the increasing field of the 
different sources of taxation will more than make up for the loss 
sustained by an exchange premium on Indian foreign obligations.^ 
The Government and their apologists have entirely ignored the 
fact that devaluation would be an effective instrument for 
fighting the economic depression. By devaluating the rupee, an 
inflationary effect could be brought about which would whip uj) 
the prices, quicken trade and commerce, and accelerate tlie pace 
of industrialisation. In this connection a lesson may be taken 
from Australian experience. With the depreciation of the 
AustraUan currency, the fall in export prices was immediately 
arrested. The volume of exports also was not only well main- 
tained, but was even increased.^ It would be no mean achieve- 
ment if the devaluation of the rupee could at least prevent export 
prices in rupees from falling.® 

The broad fact remains that there is a definite tendency 
for the Indian export trade to dechne. The Government in their 
communique have made much cai)ital of the l^alance of trade 
growing in favour of India since June 1938. But to regard the 
slight improvement in the active balance of trade as signifying 
a real upturn of the trade cycle is nothing but short-sighted 
complacency on their part. There was in fact a set-back in 
October 1938. Moreover, they have completely ignored the 
general trend of the last few years. The export trade of India 
consists of 21 main items, among which only 4 or 5 figure promin- 
ently. Her exports are being challenged to-day. India’s rice 
has to meet increasing competition from Japan and Burma. 
China has become a serious rival in her tea markets. The future 
of jute is none too rosy, for the world is trying to do without it. 
It will be impossible for the Government to keep up the high 
rate of exchange without a development of India’s export trade. 
Instead of frittering away the sterhng resources of the Reserve 

^ B. N. Ganguly, Whither Rup^?^ p. 148. 

* Leasom of Monetary Experience (Ed. by A. 1). Gayer), p. 410. 

* Vide B. N. Ganguly, Whither Rupee? 
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Bank, they should make some effort to stimulate the exports of 
the country by concluding bilateral treaties and by improving the 
quality of India’s agricultural goods. Not only should steps be 
taken to extend the export trade but measures should also be 
adopted to speed up the industrialisation of the country so that 
India’s imports may be reduced. 

From the foregoing discussion it is surprising how the current 
ratio of rupee to sterling can be regarded as sound in authoritative 
circles. A system which has to be maintained with great diffi- 
culty and by the adoption of measures injurious to the interests 
of the country can hardly be called a rational one. Moreover, 
the City of London has not been known to judge impartially 
the question of the ruj)ee ratio. Even Sir Basil Blackett 
admitted the “ risk ” of “ tying the rupee to the chariot 
wheels ” of the Bank of England. In these circumstances, 
instead of relying on their London advisers, the Government 
of India should immediately appoint a Committee of impartial 
experts to examine the whole question. If the rupee is found by 
such experts to be overvalued, it must be devalued. 

5. GOLD EXPORTS 

Since September 1931, when Great Britain abandoned the Gold 
Standard, a large quantity of gold has left India for other coun- 
tries. This export of gold is an abnormal feature in Indian 
economy. She had generally been an importer of precious 
metals in the past. The net imports of gold during the 31 years, 
1900-01 to 1930-31, were 547-76 crores.^ It is, however, not 
implied that she had never been an exporter of gold before. The 
fact that she has been an exporter occasionally in the past has 
been made much of by officials who have exj)ressed their 
surprise that it had not excited any comment in the press at the 
time. For instance, in a pamphlet issued by the Publicity 
Department of the Bengal Government, it was shown that the 
average export of gold during the period 1919-20 to 1923-24 
amounted to Rs. 10*25 crores ; in 1920-21 it was as large as 21-46 
crores, and in 1921-22, 16-48 crores. But these are gross figures. 
The fact is that except during only one of these years, namely, 
^ Report of the Reserve Bank of Indian 1936-37, p. 12. 
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1921-22, there was a net export and all the other years were years 
of heavy net imports of gold. In the year 1921-22, the net export 
was to the extent of only Rs. 2*79 crores.^ But this export sinks 
into insignificance compared with the exports during the six 
years 1931-32 to 1936-37. These amounted to 35,404,000 ounces 
valued at Rs. 298*29 crores, giving an annual average of 5,901,000 
ounces valued at Rs. 49*71 crores. They formed more than a 
quarter of the total annual production of gold in the world 
excluding Soviet Russia. The great bulk of the Indian export 
obviously came out of the quantity previously imported into 
the country which had been lying hoarded, partly in the form 
of bullion, but mainly in the form of ornaments. In the 
pamphlet already referred to, the Government sought to minimise 
the significance of the recent net export of gold by arguing that 
it was only a fraction of the total imports. But the percentage 
increased year by year and no substantial part of this vast 
accumulation had ever left the coimtry until the present time. 

Various reasons have been assigned for this persistent exodus 
of gold from India. The real reason of the gold export was that 
the rupee price of gold did not rise quite as much as was war- 
ranted by the depreciation of sterling below gold. India was a 
cheap market for buying the metal and England a dear market 
for its sale, which enabled exporters to reap a windfall profit. This 
is why gold was exported. So long as the rupee was linked to gold, 
it was not usually profitable to export it. But in September 1931 
the situation completely changed. The rise in the rupee price 
of gold did not come up immediately to the full extent of the 
depreciation of sterling in terms of gold, and hence the export of 
the metal afforded a profit to the Indian bulhon dealers.® 

But whatever the reason might have been, these gold exports on 
such an unprecedented scale considerably alarmed public opinion. 
The pohcy of the Government in allowing these gold exports to 
continue — the ‘ let alone ’ policy as it was called — came to be 
subjected to a fire of criticism in the press and on the platform. 
The export of gold was severely condemned as being injurious to 
the best interests of the country. It was contended that the gold 

^ Report of the Controller of Gurren^y^ 1921-22. There was also a net export 
of gold in 1915-16 amounting to Rs. M5 crores. 

* J, C. Sinha, Indian Currency Problems in the Last Decade^ p. 118. 



BANKING AND CURKENCY PROBLEMS 343 


that was being exported was ‘ distress ’ gold and that the people 
were living on their capital, a process which could not continue 
indefinitely. It was further argued that the exports of gold 
meant the wastage of India’s gold resources and a drain on the 
savings of the people accumulated for several generations. While 
all other countries were making the most strenuous efforts to 
acquire gold , India was wasting her gold resources. It was generally 
believed that the world would return to some form of a Gold Stand- 
ard, although the old parities might not be adopted in many cases. 
A Gold Standard, owing to a variety of reasons, would be more 
suitable to India in her peculiar conditions than any other 
managed standard. If India were to adopt the Gold Standard 
in the near future, it would most probably be a gold bullion standard. 
This, as the Hilton Young Commission had pointed out, called for 
a large reserve of gold. This requirement now greatly increased, 
partly because of the depreciation of sterling assets and partly 
because of the heavy fall in the price of silver. Moreover, India 
was a debtor country and the bulk of her exports consisted of only 
a few commodities subject to keen foreign competition. Hence 
she would require a fairly large gold reserve to guard against a 
possible external drain. ^ The uncontrolled gold export of such 
magnitude was likely to make it impossible for her to attain the 
goal of the Gold Standard in the near future. There was a 
strong feeling in the country for the restriction of this gold exodus, 
and as early as 1932 the Federation^of Indian Chambers of Com- 
merce at their aimual meeting passed resolutions urging the 
Government to put an immediate embargo on the exports of gold 
and to purchase all gold offered at a price fixed on the basis of the 
day-to-day ruling rate. 

On the other hand, the Government and their supporters 
found in these gold exports no indication that India was being 
driven by distress to part with her last reserves and hence no 
cause for regret or alarm.* These gold exports, if studied in 
their proper setting, stood, according to them, on an entirely 
different footing from the gold outflows from currency reserves. 
It was an outflow of gold from the Bank of England which 
hastened her decision to go off gold. But in the case of India it 

' H. C. Sinha, Indian Journal of EMnomic^^ April 1933. 

* Vide Sir James Grigg’s Budget Speech, 1935. 
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was the breaking away from gold that was the cause of her 
enormous gold exports. If an analogy was wanted, they argued, 
this might be found in the exports of the metal from mining 
countries like South Africa. Just as a rise in the value of gold 
extended the margin of profitable mining, so a rise in the price of 
gold opened the Indian hoards in the latter half of 1931. Gold 
exports continued and increased in amount as the price of the 
metal rose, tempting new sellers in the markets. It seemed to 
them that India had done well in converting her dead stock of gold 
into interest-bearing assets. As a result of larger production and 
of dishoarding from China and India, the stock of monetary gold 
was fast increasing and in the future the value of gold was likely 
to fall rather than rise. If India wanted back her gold then, they 
said, it would not be difficult for her to get it back much more 
cheaply. Further, in their view the gold export had certain great 
advantages. “ It stemmed the headlong fall of commodity prices 
in India ”, and thus benefited the business community. It main- 
tained the exchange and solved the remittance problem of the 
Government. It also caused to some extent a rise in the price 
of Government securities and thus by contributing to the fall in 
the long-term rate of interest paved the way to recovery. 

Although there is some truth in the view held by the Govern- 
ment and their supporters, it can hardly be denied that gold, 
though a commodity, occupies a much more important position 
in the economic world than other commodities. The expedient 
of gold export was found by the Government to be very useful 
in maintaining the rupee-sterling exchange, but they seemed 
to have forgotten that this expedient could not be available for 
all time to come.^ Instead of standing idly by when the country 
was being denuded of its gold, they should have taken definite 
steps to check this outflow and to develop the Indian export 
trade. A duty on gold export at a moderate rate would have been 
justified if the proceeds of the duty had been devoted to the 
adoption of measures tending to restore India’s favourable 
balance of trade. 


^ P. J. Thomas, m the Economic Journal, June, 1938. 
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THE STATE AND INDUSTRY 

The East India Company was primarily a trading corporation 
whose chief business w^as to exchange the manufactured goods 
of England for the agricultural ])rodiicts of India. But when the 
Company attempted to improve the existing industries of th(j 
country, by organising and financing, “ their pohcy met with 
opposition from vested interests in England, wliich were at one 
time sufficiently ])owerful to insist that it should be suspended, 
and that tlie Company should instead concentrate on the export 
from India of tlie raw materials necessary for manufacturers in 
England,” ^ 

Besides, tl^ acceptance of the poli(.\v of laissez faire or economic Laissez 
individualism in England kept the Government of India more or 
less aloof from the industrial affairs of the country. It was held 
that what was good for England was beneficial to India as well, 
even though the circumstances of the two countries were quite 
different. The efforts of the state were confined to improving 
communications and facilitating the flow of trade. The result was 
that the old industries of the country gradually decayed owing to 
their inability to withstand an uneijual competition, and the 
artisans were compelled to leave their old occupations and take 
to the cultivation of land. This increased the pressure of the 
population upon land, as was pointed out by the Indian Famine 
Commission of 1880. In many parts of tlie country the number 
of persons who had no employment other than agriculture was 
greatly in excess of what was really required for the cultivation 
of the land. Another consequence was that India was gradually 
converted into an exporter of food-stuffs and raw materials and 
an importer of foreign manufactures. 

The Famine Commission of 1880 directed the attention of the 

^iRepori of the Indian Indvstrial Commission, p. 75. 
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Government to a policy of diversification of industries as a 
remedy against the recurrence of famines. About the same time, 
thoughtful Indians felt that the existing conditions were imsatis- 
factory, and insisted that the state should take an active part in 
promoting the industrial development of the country. The first 
measure adopted by the Government took a two-fold form, 
namely, a very imperfect provision of technical education, and 
the collection and dissemination of commercial and industrial 
information. The Calcutta Exhibition of 1884-85 was an expres- 
sion of this policy. There was also an examination of the re- 
sources of India by the Eeporter on Economic Products, and the 
pubhcation of a number of monographs on Indian industries. The 
creation of the Department of Commerce and Industry in 1905 
foreshadowed the pursuit by the Government of India of a more 
definite policy of industrial developm ent . But in 1 9 1 0 its activities 
were curtailed by a decision of the then Secretary of State for 
India. Some of the Provincial Governments had taken a few 
practical steps in the matter. The Madras Government had taken 
the initiative in experimenting with the production of aluminium 
hollowware, in the improvement of hand-loom weaving, and in 
the introduction of chrome processes of leather manufacture. 
The Government of the United Provinces had started a pioneer 
oil mill, and granted loans for the establishment of a sugar 
factory. This policy was disapproved by Lord Morley, who, in a 
despatch, said : “ The policy which he was prepart^d to sanction 
was that state funds might be expended upon famiharising the 
people with such improvements in the methods of production as 
modern science and practice of European countries could suggest. 
Further than this the state should not go, and it must be left to 
private enterprise to demonstrate that these improvements could 
be accepted with advantage.” It goes without saying that this 
action was the outcome of a lamentable lack of foresight on the 
part of an able statesman like Lord Morley. His dictum produced 
a deadening effect on the initial attempts made by the Govern- 
ment for the improvement of industries. 

Lord Crewe, while re-affirming the decision of his predecessor, 
said : “ There is no objection to the purchase and maintenance 
of experimental plant for the purpose of demonstrating the 
advantages of improved machinery or new processes, and for 
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ascertaining data of production.” He limited the functions of 
the Directors of Industries in Madras and the United Provinces 
to the following kinds of work, namely, (1) to collect information 
as to existing industries, their needs, and the possibility of im- 
proving them or of introducing new industries ; (2) to carry out 
and direct experiments connected with such enquiries ; (3) to 
keep in touch with local manufacturers, to bring the results of 
experiment to their notice, and to obtain their co-operation in the 
conduct of operations on a commercial scale ; (4) to supervise 
the training of students ; and (5) to advise Government with 
regard to technical matters involving legislation.^ 

Meantime, Indian public opinion had begun to demand a for- 
ward policy in regard to industrial development. The Partition 
Agitation in Bengal with its programme of boycott of British 
goods impressed the people of the country with their helpless 
industrial situation. Private efforts were made to start industries 
and to equip the younger generation with mechanical and 
scientific training. These efforts in many cases failed, but they 
made manifest the real industrial position of the country. The 
Industrial Conferences organised by a body of prominent Con- 
gressmen and industrialists riveted the attention of the country 
upon the possibilities of industrial development in India. The 
example of Japan showed what an Asiatic country could do 
in the matter of industries, when the Government supported 
its activities. But the policy of the Government of India was 
one of hesitancy and non-interference. The result was that the 
European War showed clearly and vividly the industrial short- 
comings of India, which proved a source of weakness both to 
India and the Empire. The Industrial Commission expressed 
their regret in these words : “ Much valuable time has been lost, 
during which substantial advances might have been registered, 
and the outbreak of the war, which should have proved an 
opportunity to reap the fruits of progress, has served mainly to 
reveal and accentuate startling deficiencies.” ^ In March 1916, 
Sir Ibrahim Rahimtoola moved an important resolution in 
the Imperial Legislative Council urging the appointment of a 
Committee to consider and report what measures should be 

^ Report of the Indian Industrial Commission^ p. 79. 

* Ibid., p. 82. 
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adopted for the growth and development of industries in India. 
This led to the appointment of the Industrial Commission under 
the chairmanship of Sir Thomas Holland. The Commission, 
discussing the industrial deficiencies of India, laid special em- 
phasis on the fact that, while India produced nearly all the raw 
materials necessary for the requirements of a modern com- 
munity, she was unable to manufacture many of the articles 
essential ahke in times of peace and war. For instance, her great 
textile industries were dependent upon supplies of imported 
machinery, and W'Ould have to shut down if command of the seas 
were lost. It was vital, therefore, for the Government to ensure 
the establishment of those industries whose absence was likely 
to expose the country to great danger in the event of war. Tlie 
Commission pointed out that the formulation of a definite 
industrial policy rested upon the acceptance of two important 
principles : (1) that in future Government must play an active 
part in the industrial development of the country, wdth the aim 
of making India more self-contained in respect of men and 
material ; and (2) that it would be impossible for Government 
to undertake that part, unless it was provided wdth adequate ad- 
ministrative equipment and fore-armed "with scientific and reliable 
technical advice. The Commission suggested that state aid 
to industries might be rendered in various ways, e.g.^ research, the 
survey of natural resources, technical and scientific advice, 
educational facihties, commercial and industrial intelligence, the 
establishment of pioneering and demonstration factories, direct 
financial assistance, and local purchase of stores. 

Under the Montagu-Chelmsford Reforms the development of 
industries became a provincial transferred subject, and this led 
to a division of the functions of the Central and Provincial 
Governments in regard to industrial activities. The Central 
Department of Industries was made responsible for the general 
direction of the accepted industrial policy of the country, in- 
cluding technical and industrial education. The other duties of 
the Department consisted in the im'tiation and running of any 
all-India pioneer and research factories which might be needed ; 
the management of full-scale Government factories ; the supply 
of stores ; the collection and dissemination of commercial and 
industrial intelligence. In other words, subjects of all-India 
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interest were kept in the hands of the central authority. The 
provincial departments were charged with the duty of rendering 
advice and assistance to local industries of all kinds in technical 
matters and giving direct financial aid. They were also to collect 
industrial and commercial information. They had under them 
a fairly large staff, including engineers, technological chemists, 
specialists in various industries, craftsmen, and technical and 
industrial teachers of various grades. 

The financial difficulties of the post-war j>eriod rendered the 
schemes of many Provincial Governments infructuous, and 
consequently progress in this direction was extremely slow. In 
Madras, a Textile Institute and a Leather Institute were estab- 
lished. Under the })rovisions of the State Aid to Industries Act, 
1923, power was taken to grant loans to industries under certain 
conditions. At Cawnpore, in the United Provinces, a Techno- 
logical Institute was started with the object of imparting instruc- 
tion in dyeing and in the chemistry of oils and fats. A Leather 
Institute was also started for the training of foremen. The Board 
of Industrial Loan Conunissioners dealt with apphcations for 
financial assistance to new industrial undertakings. In Bihar, 
for the training of young men in the iron and steel industry, a 
Metallurgical Institute was established. A School of iMines was 
established at Dhanbad, wliile a railway workshop was started at 
Jamalpur. In Bengal, the Government Research Institute began 
to make experiments in chrome tamiing. Some amount of spade- 
work was thus done, but no large scheme was taken in hand.^ 

In recent years, small industries have also received some 
attention and hel]) from the Govermiient. Demonstration parties 
for carrying instruction to the villages have been organised by 
some Provincial Governments. These demonstration parties 
generally give lessons to the villagers in hand-loom weaving and 
sericulture. In 1934, the Government of India decided to spend 
a sum of Rs. I lakli a year for 5 years on the development of 
the silk industry in India. 

Among permanent institutions engaged in the training of 
artisans we may mention the Central Weaving Institute at Poona, 
the Silk Institute at Bhagalpore, the Silk Weaving and Dyeing 
Institute at Berhampore in Bengal, the Wool Weaving Institute 

^ Ainscough’s JRejiort. 
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at Gaya, the Cottage Industries Institute at Gulzarbagh, Patna, 
and the Government Textile Institute in Madras. 

Acts for granting state aid to industries requiring financial 
assistance have been passed in Madras, the Punjab, Bihar, Orissa, 
Bengal and the Central Provinces. In Bengal, recently the 
Government has framed a scheme for helping to bring into 
existence an Industrial Credit Syndicate which will offer 
financial facilities to released detenus seeking to pursue an 
industrial career. 

Govern- The introduction of provincial autonomy under the Govern- 
ment help ment of India Act of 1935 has given wide powers to the provincial 
ministers in respect of industries. Some provinces have already 
autonomy, undertaken investigations into the possible ways of encouraging 
industries. Active steps are also being taken in most of the 
provinces to help the growth of indigenous industries. From 
what has been done in course of the short time since the popular 
ministers came into office, it may be legitimately expected that 
they will fully utilise their powers to give a greater encourage- 
ment to the industries than has been given in the past. 

Purchase Among the most important of the proposals of the Industrial 
of stores. Commission was one which recommended the local purchase of 
Government and railway stores. The Government, in its different 
departments, commercial as well as administrative, is a large 
purchaser of industrial products. It is almost an invariably 
common practice in all advanced countries to })urchase 
Government stores from local manufacturers to the fullest 
possible extent, and even to encourage and assist the establish- 
ment of necessary industries for the supply of various articles. 
In India, however, for a very long time, the Government took 
no steps to encourage the local production and purchase of 
stores. All the necessary stores, amounting in value some- 
where between 10 to 15 crores of rupees per annum, were 
purchased through the India Office in England. Similarly, 
the Indian railways purchased large quantities of materials 
costing 10 to 12 crores a year from England. It was the. 
Munitions Board, established during the war, which for the 
first time took substantial steps towards encouraging local 
purchase. Large quantities of chemicals, leather and textile 
products were purchased in India. It is also worthy of note 
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that the Tata Iron and Steel Company rendered invaluable 
service to the Government by supplying large quantities of 
rails and sleepers for military railways in Mesopotamia, 
Palestine, East Africa, and Salonika. The experience gained 
from the successful operations of the Munitions Board brought 
into prominence the desirability of establishing a Stores Depart- 
ment in India, with the object of diverting to Indian mills and 
workshops the large indents which were usually sent to London. 

In 1919, an expert Committee recommended the constitution 
of an Indian Stores Department with a view to bringing Govern- 
ment buyers into effective touch with local manufacturers and 
supplying Government indents in an increasing degree in India. 
The Department was set up in 1922 and immediately took up 
the purchase of textile goods for the army and other departments 
in India. The two organisations for inspection and test — the 
Metallurgical Inspectorate at Jamshedpur and the Government 
Test House at Alipore — were incorporated as parts of this 
Department. In 1931, the Government issued a revised set of 
rules for regulating the purchase of stores. The preamble stated 
that “ the policy of the Government is to make their purchase 
of stores for the public service in such a way as to encourage the 
development of the industries of the country to the utmost 
possible extent, consistent with economy and efficiency 
According to these rules, preference in making purchases is 
given in the following order : first, to articles produced in India 
or manufactured in India from Indian raw materials, provided 
that the quality is satisfactory ; secondly, to articles wholly or 
partially manufactured in India from imported materials ; 
thirdly, to articles of foreign manufacture stocked in India ; 
and fourthly, to articles manufactured abroad and specially 
imported. During the eight years 1928-29 to 1935-36, the 
Indian Stores Department purchased articles, wholly or partially 
manufactured in India, worth Rs. 15-6 crores. 

Another important line of state-help to industries comes from 
the orders placed by the Railway Board for materials and for 
construction. The rupee tender system has now been adopted 
for all such purchases and orders, and in 1935-36, railway stores 
worth Rs. 2-78 crores were purchased in India. Some orders for 
bridge construction or repairs have been placed with Indian 
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firms. The Indian Iron and Steel Company have obtained 
a long-term contract for manufacturing cast-iron sleepers. 
Collieries also supply a large amount of their raisings to the 
Railway Board. From 1928-29 to 1934- 35, all orders for railway 
wagons and underframes were placed in India for manufacture 
in India. 

There is, however, one fact which cannot be ignored. Many 
European firms are registering themselves in India with rupee 
capital and with a small number of Indians on the Directorate 
in each case. These firms are claiming all the privileges available 
to Indian firms, and are receiving a large proportion of the 
Government orders. In such cases, Indian labourers, mostly of 
the unskilled sort, and Indian producers of raw materials are 
undoubtedly being benefited, but it would have been more gratify- 
ing if Government stores could be supphed by firms started by 
Indian capital and enterprise. 

The most important step taken by the Government for helping 
the Indian industries is the policy of protection. Detailed dis- 
cussion about the protective system will be found elsewhere in 
the book. The development of the ii’on and steel industry, the 
sugar industry, or the textile industry would not have been 
I)Ossible if the Government had not brought about a re-orientation 
of their fiscal policy after the war. 

The Government has thus begun to recognise its responsi- 
bilities in the matter of industrial development. What is now 
wanted is the adoption of a vigorous policy. One important 
aspect of the question should not be lost sight of. A high Govern- 
ment official wrote more than a quarter of a century ago : “ With 
the spread of education, to wdiich a stimulus is now being applied, 
and the desire which exists of improving the condition of the 
people, corresponding assistance seems called for in the sphere 
of economic development. Unless tliis is given, a condition of 
affairs will be created wherein the better educated will not have 
suitable material to which to devote their minds, and there will 
result the anomalous spectacle of a highly educated people in an 
undeveloped country.” Even to-day, in spite of what the 
Government has done or is doing, the relevance of this statement 
has not entirely disappeared. 



CHAPTER XXIV 


FISCAL POLICY 

1. DISCRIMINATING PROTECTION 
The abstract question whether Free Trade or Protection should 
be adopted by a state in its commercial policy would form more 
fittingly the subject of discussion in a treatise on General Econo- 
mics than in a work on Indian Economics. But the arguments 
of the two schools may be briefly summarised here so that they 
may be helpful to the solution of our concrete problem. The 
advocates of free trade point out the following advantages of 
the system : (1) international trade is Hke internal trade ; the 
freer it is, the greater are the advantages to both parties ; by 
allowing trade to be absolutely unfettered, everyone is able to 
buy in the cheapest and to sell in the dearest market, and the 
gains of all are at a maximum ; (2) every nation is in a position to 
develop its natural advantages to the utmost, and thus the world’s 
total wealth is enhanced, because of the distribution of productive 
energies in the most economical fashion ; and (3) free trade 
means goodwill among nations and among sections of a com- 
munity. To these arguments the opponents of the system would 
reply that the analogy between internal trade and international 
trade is not quite correct ; that when an industry in one country 
is threatened with destruction by a similar one in another, it is no 
solace to the former that the world’s wealth is being augmented at 
the cost of its own ; and that, far from promoting goodwill, free 
trade may produce the result of placing one country in economic 
subjection to another. 

The reasons that have been usually advanced in favour of 
protection are the following : (1) It is necessary to restrict im- 
ports in order to secure a surplus of exports so that there may be 
a balance of trade favourable to the country ; (2) protection is 
beneficial to agriculture as well as to industry because the result- 
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ing increase of wealth and population is likely to afford a larger 
market for the food and raw material of the neighbourhood ; 
(3) protection has a tendency to increase wages and to raise the 
standard of living of the labourer ; (4) it furthers an all-round 
economic development and secures national industrial inde- 
pendence ; and (5) under the fostering care of the state, infant 
industries are protected against unfair competition during the 
period of their growth, and thus saved from extinction. The 
usual objections to protection are : (1) In principle, it is destruc- 
tive of all foreign trade and the moral and intellectual benefits 
resulting therefrom ; (2) it prevents a country from producing 
as much in the aggregate as it might produce in the absence of 
protection ; (3) it does not really protect, because it destroys as 
many industries as it artificially fosters ; (4) it diverts capital 
from its natural channels ; (5) it tends to demorahse the indus- 
trial classes and to render industry unproductive ; (6) it benefits 
the producer at the expense of the consumer, and is thus a robbery 
of the many for the benefit of the few ; (7) it involves inter- 
ference of the state with trade and industry, and it often pro- 
duces political corruption, and (8) it causes national animosities. 

Without entering upon a detailed criticism of the arguments 
and reasonings of the two rival parties, it may be remarked here 
that in their enthusiasm for their respective favourite doctrines, 
the advocates of each go a little too far in their particular direc- 
tion. Although some of the positions occupied by the extremists 
on each side are untenable, there is an element of truth in each of 
the two opposed doctrines. Cosmopolitanism is an excellent 
ideal, but a far-off one. So long as the different nations exist, 
each one of them should be allowed to develop itself in the best 
way it can. Free trade means rivalry among the industries of 
diflferent countries ; and when such industries are on a footing 
of equality, it helps to make each of them stronger. But when 
the struggle is between a strong industry and a weak one, the 
latter is sure to be pushed out of the field unless it is backed up 
by the state. Even such an ardent supporter of free trade as 
J. S. Mill admitted that in the infancy stage of an industry pro- 
tection was useful. “ The only case ”, he said, in which, on 
mere principles of political economy, protective duties can be 
defensible, is when they are imposed temporarily (especially in 
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a young and rising nation) in hopes of naturalising a foreign 
industry, in itself perfectly suitable to the circumstances of the 
country.” Mill further said : “ A protecting duty, continued for 
a reasonable time, will sometimes be the least inconvenient mode 
in which the nation can tax itself for the support of such an 
experiment. But the protection should be confined to cases in 
which there is good ground of assurance that the industry which 
it fosters will after a time be able to dispense with it ; nor should 
the domestic producers be ever allowed to expect that it will be 
continued to them beyond the time necessary for a fair trial of 
what they are capable of accomplishing.” ^ 

Friedrich List was an ardent advocate of the infant industry 
argument. “ A nation ”, said List, “ which only carries on agri- 
culture is like an individual who in his material production lacks 
one arm.” ^ He laid great stress on productive power, and held 
that the power of producing wealth was “ infinitely more im- 
portant than wealth itself”. The productive powers of all 
nations are not equal, and the differences are largely the result 
of natural and acquired advantages. The superiority of one 
country over another may be due to acquired advantages, and 
List rightly urged that “ the less advanced nations must be 
raised by artificial measures to that stage of cultivation to which 
the Enghsh nation has been artificially elevated.” He also 
regarded the value of manufacturing industries, from the point 
of view of civilisation, as very great. Without them a nation 
must remain relatively unprogressive. 

Professor Taussig also supports the infant industry argument. 
His view does not simply rest on List’s “ doctrine of stages in 
economic evolution — on the inevitableness of the transition from 
the agricultural and extractive stage to the manufacturing 
stage.” He goes a step further when he says : “I am disposed 
to admit that th('re is scope for protection to young industries 

^ Mill, Principles of Political Economy^ Bk. V. chap. x. 

* List, National System of Political Economy. List clearly points out the 
defects of an exclusive pursuit of agriculture in these words : “ In a country 
devoted to mere raw agriculture, dullness of mind, awkwardness of body, 
obstinate adherence to old notions, customs, methods, and processes, want of 
culture, of prosperity, and of liberty prevail. The spirit of striving for a steady 
increase in mental and bodily acquirements, of emulation, and of liberty, 
characterise, on the contrary, a state devoted to manufacture and commerce.*’ 


List’s 

views. 


Taussig’s 

opinion. 



356 


INDIAN ECONOMICS 


even in such a late stage of development. Any period of transi- 
tion and of great industrial change may present an opportunity.” ^ 
The fiscal policy which ought to be adopted by a country at a 
^^particular moment should be appropriate to its peculiar circum- 
stances at that moment. All the industrially advanced countries 
of the world have afforded protection to their industries during the 
period of their infancy. The protective policy of Cromwell and 
Colbert laid the foundations of the industrial greatness of England 
and France respectively. Germany, France, the United States, 
the British Colonies, and Japan have for a long time past main- 
tained definitely the policy of protection. England, after having 
been a free trade country for nearly a century, has again become 
protectionist. 

The right It has already been pointed out that India has, until recently, 
been mainly an agricultural country exporting raw materials and 
for^India. food-stuffs and importing manufactured products. Producing 
only raw materials, she imported manufactured goods, and was 
thus, in the words of the great economist, “ like an individual 
with one arm, which is supported by a foreign arm.” Besides, 
the exportation of agricultural products meant the sending away 
of the soil. It increased the tendency to the operation of the 
Law of Diminishing Return in an intensified form. Further, 
a purely agricultural country, dependent on the mercy of the 
monsoons, must always remain subject to periodical visitations 
of the spectre of famine. It should also be remembered that 
agriculture is not a sufficiently remunerative occupation, and a 
people devoted almost exclusively to it can never hope to make 
any great progress in material civilisation. 

* Infant It is, therefore, obvious that industrial development is one of 
industry ’ most essential conditions of national progress. The question 
now is whether a judicious application of the policy can hasten 
the pace of industrial advancement of the country. India can at 
present be said to be in the same inevitable stage of transition 
from the agricultural and extractive stage to the manufacturing 
stage as List found in America and Germany about the middle of 
the last century. There is, therefore, a considerable scope for the 
application of the ‘ infant industry argument ’ for protection to 
her case. Bulj in order that the trouble and expense may not go 
^ Taussig, SovM Aspects of the Tariff Question. 
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in vain, it is desirable, at the outset, to consider whether or not 
India satisfies the conditions essential for the successful develop- 
ment of manufactures. The Indian Fiscal Commission laid down 
the following three conditions for the protection of an industry : 

(1) the industry must be one possessing natural advantages, 
such as an abundant supply of raw material, cheap power, a 
sufficient supply of labour, and a large home market ; 

(2) the industry must be one which without the help of pro- 
tection is not likely to develop at all, or as rapidly as is desirable 
in the interests of the country ; 

(3) the industry must be one which will eventually be able to 
face world-competition without protection. 

Apart from the cases to which these general principles should 
be applied, there are two classes of industries which deserve 
special consideration. In the first place, there are some industries 
which are essential for purposes of national defence, and these 
should be protected irrespective of the general conditions men- 
tioned above. Secondly, there are industries of which the pro- 
ducts are utilised as raw materials by numerous other industries — 
these are called * key industries * — and of which any cessation of 
import would bring other industries to a standstill. 

The Indian Fiscal Commission recommended a policy of 
‘ discriminating protection An ‘ all-round, all-pervasive ’ pro- 
tective system cannot possibly be advantageous or beneficial to 
the country. It is argued by some enthusiastic supporters of a 
protective policy that an indiscriminate use of protection is 
necessary in order to create an atmosphere favourable to indus- 
trial development. But they forget to count the cost of such a 
policy or to estimate its probable ultimate gain or loss. 

The Government of India accepted the policy of ‘ discrimin- 
ating protection ^ as recommended by the Indian Fiscal Commis- 
sion. They created a Tariff Board to consider the case of every 
industry that might put forward a claim for protection. The first 
industry that came under the examination of the Tariff Board was 
the steel industry. The Tariff Board found that this industry 
satisfied all the conditions insisted on by the Indian Fiscal Com- 
mission, and recommended the grant of protection to it. This 
led to the passing of the Steel Industry Protection Act of 1924. 
Under this Act not only were the import duties on steel bars 
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increased, but bounties were given on the production of steel 
rails and fish-plates in India. In 1925, on account of a heavy 
decline in the prices of steel imported from abroad, the Govern- 
ment had to grant a bounty of Rs. 20 per ton on 70 per cent, of 
the steel ingots produced in India. During the first three years 
of protection the industry made satisfactory progress, and the 
cost of production was brought down to an appreciable extent. 
For a considerable time the steel market was unsettled, and the 
price of steel showed a tendency to fall. The depreciation of the 
continental exchanges and the appreciation of the Indian ex- 
change rendered protection to the industry almost ineffective. 
By 1926, the price of steel became fairly stable, but there was a 
considerable difference between the price of continental steel and 
that of British steel, the latter being higher. The whole question 
was investigated by the Tariff Board before the expiry of the 
Act of 1924. 

The new Tariff Board recommended the continuance of a 
policy of protection until India was self-sufficient in the pro- 
duction of steel, on the ground that, unless it was continued, the 
previous efforts to save the industry would be altogether infructu- 
ous. The Board treated British steel and continental steel as 
different classes of steel, the former being equivalent to standard 
steel and the latter to non-standard steel. As Indian steel had 
to compete with the products of the United Kingdom as well as 
those of the continent, it was considered desirable, on economic 
grounds, that two scales of duties should be imposed, a basic duty 
fixed with reference to the price of the British steel and an addi- 
tional duty in respect of the margin between British and con- 
tinental prices. The basic duty was to be levied on steel coming 
from all countries, while the additional duty would be confined 
to non-British steel. The Board also recommended that the pay- 
ment of bounties should be discontinued. 

A Tariff Bill was introduced in the Legislative Assembly to 
give effect to the recommendations of the Tariff Board. This 
Bill marked a notable departure from the principle adopted in 
the previous Act. “ The preference to manufactures of the United 
Kingdom over those of the Continent ”, observed Pandit Madan 
Mohan Malaviya, “ is the clear issue writ large on the Bill.” 
He strongly objected to this introduction of the principle of 
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preference by the back door, and remarked : ‘‘If the question 
of preference to United E^gdom manufactures has to be taken 
up, let it be taken up as a matter to be discussed and considered 
by itself.” But the Bill became an Act in its original form, in 
spite of strong non-official opposition to some of its provisions. 

A supplementary measure in 1928 granted protection on a small 
scale to the manufacture of wagons and underframes and of steel 
castings, by converting certain ad valorem duties into specific 
duties. Wire and wire nails did not receive any help in 1928, but, 
in 1932, protection was granted to the manufacture of these 
articles on the recommendation of the Tariff Board. The whole 
position of the iron and steel industry was reviewed by the Steel 
Tariff Board in 1934 and new measures of protection to continue I’rotection 
up till 1941, were adopted. The immense development of the 
iron and steel industry in India during recent years amply justifies 
the policy of protection adopted in its favour. 

The cotton industry has for a long time been the chief subject Cotton 
of fiscal controversy. It is, therefore, necessary to say a few duties, 
words about the duties on cotton manufactures. The early com- History, 
mercial poHcy of England in regard to India had a two-fold 
object, namely, the production of raw materials for British 
industries and the consumption of British manufactures by the 
people of this country. The highly developed cotton industry of 
Lancashire required a market for its products, and India supphed 
the best market. The import duties on cotton piece-goods and 
yarn were kept imduly low in order to encourage importation 
from England. But the growth of the cotton industry in India 
during the second half of the last century aroused the jealousy 
of Lancashire manufacturers, who in 1874 demanded the aboli- 
tion of the 5 per cent, import duty levied on cotton goods for 
revenue purposes. The ground of the complaint was that the 
duty was protective in character, and gave an advantage to the 
Indian mill industry in competition with the Enghsh industry. 

A Committee appointed by the Government found the demand 
unreasonable. But Lord Salisbury, Secretary of State, insisted 
on the repeal of the duty. The Government of Lord North- 
brook opposed the proposal on the ground that the proposal 
would involve a sacrifice of a large amount of revenue. But when 
Lord Northbrook resigned the Viceroyalty, Lancashire manufac- 
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turers found an ardent supporter of their interests in his suc- 
cessor, Lord Lytton. In 1878, the Government of India exempted 
from payment of duty the coarser classes of goods which com- 
peted successfully with the Manchester goods. In 1882, the 
whole of the cotton duties were abolished along with the other 
general import duties. The question was reopened in 1894, when 
the Government of India, faced with a heavy deficit, was com- 
pelled to re-impose cotton duties. A duty of 5 per cent, on im- 
ported piece-goods and yarns was levied and this was accom- 
panied by an excise duty of an equivalent amount of Indian yam 
of counts above 20’s. The concession of a duty on yarn did not 
satisfy Manchester, but only egged it on to further demands. 
In 1896, two Bills were passed in the teeth of non-official oppo- 
sition both in and outside the council chamber, by which a direct 
excise duty of per cent, was levied on all cotton piece-goods 
woven by Indian mills, and the import duty of 5 per cent, was 
reduced to 3^ per cent.^ 

The cotton excise duty gave rise to a considerable amount of 
discontent in the country. In 1916, during the war, the Govern- 
ment of Lord Hardinge gave a definite pledge that this duty would 
be abolished as soon as financial considerations permitted. In 
1922, the Fiscal Commission observed : “ The existing cotton 
excise duty should, in view of its past history and associations, 
be unreservedly condemned.” Agitation in favour of its aboli- 
tion continued. In 1925, the duty was suspended by an Ordin- 
ance of the Governor-General, and in March 1926 it was aboHshed. 

This was a measure welcomed by all sections of the community, 
but it was not adequate for the purpose of placing the cotton 
industry on a firm basis. The reasons were obvious. The Indian 
cotton mill industry had been suffering from very serious depres- 
sion during the post-war period. The prices of cotton goods had 
fallen largely, but it had been found impossible to reduce appreci- 
ably the cost of production. The fall in prices was, to a certain 
extent, accentuated by the stabihsation of the exchange value of 
the rupee at Is. 6d. This depression might also partly be attri- 
buted to world factors. The competition of Indian products with 
foreign products was very acute. The importation of cotton 

^ For a fuller diflcuesion of the subject, see the author’s Fiscal Policy in 
India, 
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goods from Japan assumed considerable importance in the years 
1918 to 1928. It was also pointed out by the Bombay Mill- 
owners’ Association that the fall in the Japanese exchange gave 
the exporters an unfair advantage. Besides, unfair labour con- 
ditions in Japan, which permitted the working of double shift, 
gave the Japanese producers an advantage over the Indian pro- 
ducers. The Association, therefore, demanded protection against 
unfair Japanese competition. 

The Tariff Board, to whom the question was referred, thought 
that the competition of Japanese yam exercised a depressing 
effect on the price of Indian yarn, while double-shift working in 
Japan gave the Japanese industry an advantage of 4 per cent, 
on the actual cost of manufacture both of yarn and cloth. They 
expressed the view that there existed an unfair competition 
between Japan and India, and that this competition was an im- 
portant cause of depression in the Indian cotton textile industry. 
They also held that the case for a small all-round increase in 
the import duty on cotton manufactures other than yarn was 
strengthened by the handicap imposed on the industry by the 
stabilisation of the rupee at Is. 6d. The majority of the members 
of the Board recommended an additional import duty of 4 per 
cent, on all cotton manufactures other than yarn. An additional 
duty on yarn or a differential duty against Japan was deprecated 
by the majority. They, however, proposed that an attempt 
should be made to encourage the spinning of yarns of higher 
counts by means of a bounty of 1 anna per lb. on yarn of 32’s and 
higher counts, the amount of such bounty being met out of the 
proceeds of the additional duty levied. The President of the 
Tariff Board recommended the imposition of a differential duty 
of 4 per cent, on all cotton manufactures imported from 
Japan. 

The Government of India did not accept the recommendations 
either of the majority or of the minority of the Tariff Board. 
They introduced a Bill to levy a specific duty of H as. per lb. 
of yarn, or 5 per cent, ad valorem, whichever would be higher, 
imported into the country, irrespective of its origin. The sole 
object of the Bill, the Government said, was to safeguard the 
manufacture of cotton goods in India against unfair competition. 
It was not really a protective measure in the sense in which this 
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term was usually understood. The Bombay industrialists were 
not satisfied with the measure. 

Kepresentations, therefore, continued to be made to the Govern- 
ment about the effects of Japanese competition and the necessity 
of protection on a more adequate scale. The Report on External 
Competition in Piece-goods, submitted by Mr. G. S. Hardy in 
1930, supported the contentions of the Bombay Mill-owners* 
Association, and the Government was induced to pass in April 
1930 the Cotton Textile Industry (Protection) Act, which im- 
posed a general ad valorem duty of 15 per cent, and also a mini- 
mum specific duty of 3|- as. per lb. on plain grey cloth. A 
special additional duty of 5 per cent, was imposed on all non- 
British imports of cotton goods. The policy of preference in- 
volved in this measure was attacked in the Assembly, but the 
Bill was ultimately passed, and India had to swallow another 
dose of Imperial Preference. 

The economic depression compelled the Government to raise 
the duties in March, 1931. In November of the same year, a 
supplementary budget had to be passed to meet a heavy deficit, 
and a 25 per cent, surcharge was imposed on all duties. As an 
emergency measure against a sudden influx of Japanese cotton 
goods on account of the depreciation of the yen, the duty on non- 
British cotton goods was further raised (bringing it up to 50 per 
cent, ad valorem) in August 1932, and still further, up to 75 per 
cent, ad valorem, in June 1933. 

The last important measure for the protection of the cotton 
textile industry was undertaken in April, 1934. The provisions 
of this measure were based on the Report of the Tariff Board, the 
Indo-Japanese Agreement, and the unofficial ‘ Pact ’ between the 
Lancashire and Indian textile interests (the Mody-Lees Pact). 
This Act imposed a duty of 50 per cent, on cotton piece-goods of 
non-British origin, and also a minimum duty of SJ as. per lb. in 
the case of plain greys. An enquiry was carried out by the 
Tariff Board in 1935 on the effects of British imports upon the 
Indian textile industry. The protective pohey adopted in regard 
to cotton manufactures has helped very largely to foster the 
development of a great Indian industry. 

A number of other industries were examined with a view to 
finding out whether protection was necessary. The paper- 
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manufacturing industry was protected by the Bamboo Paper 
Industry (Protection) Act of 1925, based on the recommendations 
of the Tariff Board. The Act was renewed in 1932 and made 
operative till the end of March, 1939. The Act which was passed 
ill 1939 reduced the quantum of protection granted to some 
kinds of paper produced in India. The development that has 
recently taken place in the local manufacture of paper from 
bamboo-pulp shows the wisdom of the adoption of the pohcy of 
protection. 

The most important case of protection in recent years has been Protection 
that of the manufacture of sugar in India. After an exhaustive ^ 
enquiry into the conditions prevailing in different centres of sugar- 
manufacture in India, the Tariff Board proposed, in 1931, a 
protective duty of Rs. 7-4 as. per cwt. for seven years and a 
duty of Rs. 6-4 as. per cwt. for a further period of eight years. 

The Sugar Industry (Protection) Act of 1932 gave effect to 
the proposals of the Tariff Board. The excise duty levied on the 
local production of sugar in 1934 and the subsequent alterations 
made in the rates of duty in 1937 and 1939 had the effect of 
considerably reducing the protection granted to the sugar 
industry. 

As a result of the encouragement given by protection, nearly 
130 factories have been started during the period 1932 to 1938. 

The total production of sugar in India is now well above a 
million tons a year, and the imports of sugar into India have 
become almost insignificant. It is also worthy of note that while, 
according to the estimate of the Tariff Board, the cost of manu- 
facturing one maund of sugar in India was Rs. 8-3 as. I p. in 
1931, at present it has become less than Rs. 6 per maund. 

The phenomenal development that has taken place in the 
sugar industry within a period of seven years is a glaring instance 
of the success of the policy of discriminating protection. It has, 
however, involved a considerable sacrifice on the part of the con- 
sumer, and it is incumbent on the mill-owners to increase their 
efficiency to the fullest extent so that the price of sugar may be 
brought down to a much lower level. The sugar-cane growers 
ought also to be able to derive a substantial benefit from the 
growth of the industry, and suitable steps should be taken to 
assist them. 
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Among the other industries to which protection has been 
granted are matches (1928), heavy chemicals (1931), gold thread 
(1931), salt (1932), silk yarn and piece-goods (1934), etc. In the 
case of matches, however, the advantage has been taken mainly 
by foreign capital and enterprise. The excise duty imposed on 
matches in 1934 reduced to some extent the protection granted 
to the industry. The protection of the salt industry ceased on 
the 31st March, 1938, when the Salt (Additional Duty) Act was 
allowed to lapse. In some cases, the claim for protection was 
turned down by the Tariff Board. Three of the most important 
of such cases are cement, coal, and petroleum. 

It is needless to emphasise tlie importance of a policy of pro- 
tection in a country like India, where a rapid development of 
industries cannot possibly be brought about by any other means. 
The value of the recommendations of the Indian Fiscal Com- 
mission has by now been appreciated on all sides. The way in 
which some industries have progressed under protection leads 
us to hope that within a short time they will be able to stand on 
their own legs without the assistance of import duties on compet- 
ing foreign goods. 

India has committed herself to a policy of discriminating pro- 
tection, -and even the partial fiscal autonomy secured by her may 
be regarded as a landmark in the economic history of India. It 
is to be hoped that she will attain full measure of fiscal in- 
dependence at no distant date. Meantime, it is expected the 
power already acquired will be exercised without creating vested 
interests and without stereotyping inefficient methods of produc- 
tion. The interests of the people of India as a whole, and not 
those of any particular section of it, should be the concern of 
the Indian legislature. 


2. INDIA AND IMPERIAL PREFERENCE 

Early We now come to an important practical question allied to, and 

history. different from, the one we have just treated. From the 

eighties of the last century Imperial Preference came into 
great prominence as a subject of practical politics. The idea of 
Imperial Preference originated with that eminent statesman, 
Joseph Chamberlain. The reasons which influence the advocates 
of Imperial Preference are partly economic and partly political. 
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Economically speaking, the idea is that the British Empire, with 
its multifarious resources, must be a self-contained organic unit, 
each part of the Empire acting as an economic complement, 
as it were, of the other parts. On the pohtical side, it is thought 
that the solidarity of the Empire and the Imperial sentiment 
will be greatly strengthened by a policy of ‘ give and take 
More than four decades ago, Chamberlain had declared : “ The 
establishment of commercial union throughout the Empire would 
not only be the first step, but the main step, the decisive step, 
towards the realisation of the most inspiring idea that has ever 
entered into the minds of British statesmen. ’ ’ The strength of these 
arguments was very greatly enhanced during the last war, which 
revealed the weakness of the Empire’s dependence on foreign 
countries for important commodities essential both for peace and 
war. At the same time, the Imperial sentiment, the pride of 
belonging to a great Empire received added emphasis in the 
tense atmosphere of the war. In 1917, the Imperial War Cabinet 
passed a resolution, later on approved by the Imperial War 
Conference, to this effect : ‘‘ The time has arrived when all 
possible encouragement should be given to the development of 
Imperial resources, and specially to making the Empire indepen- 
dent of other countries in respect of food supplies, raw materials, 
and essential industries.” 

The subject of Imperial Preference had been formally put be- 
fore the Colonial Conference of 1902, when the principle had been 
for the first time recognised as one of general application. The 
chief points in the resolution passed by the Conference may be 
summarised as follows : A policy of inter-imperial Preference 
would facilitate mutual commercial intercourse, and by develop- 
ing the resources of the different parts, would strengthen the 
whole. On the other hand, however, the Dominions would only 
grant such preference on a purely voluntary basis as was con- 
sistent with their own economic interests, even to the extent of 
fully maintaining their own protectionist pohcy. The United 
Kingdom also, should, in her turn, try to reciprocate the prefer- 
ence as far as possible. 

Canada was the first colony to give effect to the principle of 
preference. In 1897, Canada reduced her duties on British goods. 
In 1898, the preference was fixed at 25 per cent, of the ordinary 
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rates, and it was extended to sucli British colonies as gave her a 
favourable treatment. In 1900, the preference was raised to 
33J per cent. In pursuance of the resolution of 1902, New 
Zealand and South Africa in 1903, and Australia in 1907 gave 
preferences to the United Kingdom. Both in 1903 and 1907, the 
United Kingdom definitely rejected a policy of preference, as it 
would involve a taxation of food. Thus all the Dominions gave 
preference to the United Kingdom at such rates as they could, 
consistently with their own interests. Besides, New Zealand 
extended her concessions to the whole Empire, Canada to New 
Zealand, India, and the Crown Colonies, while Australia and 
South Africa adopted the principle of reciprocity with regard to 
the other parts of the Empire. But whatever the rate of prefer- 
ence, it was not allowed to interfere with the degree of protection 
considered necessary for the home industries. The United King- 
dom, which had consistently refused to give effect to the pohcy 
of preference, at last adopted it in 1919 as a result of the resolu- 
tion passed at the Imperial War Conference ; and, without 
altering the general tariff policy, granted to the whole Empire 
preference to the extent of Jth or Jrd on nearly all dutiable 
articles. 

In all the earlier discussions about Imperial Preference, 
India had been practically left out of account. In 1903, however, 
at the invitation of the Secretary of State for India, the Govern- 
ment of India discussed the question at some length, and con- 
cluded that India had very little to gain by joining a scheme of 
inter-imperial Preference ; and that she had a good deal to lose 
or risk. The subject was dropped for the time as being outside 
the range of practical politics. But since the war the move- 
ment has become a general one throughout the Empire. Most 
parts of the Empire have either joined the scheme of Imperial 
Preference, or are seriously considering the subject with a view 
to giving practical effect to the principle. India, therefore, has 
found it difficult to ignore the movement. And since 1917 the 
question has always presented itself to the Government of India 
in one form or another. 

As a matter of practical policy, preference to Empire goods 
may be given by admitting Empire goods at lower rates of duties 
than non-Empire goods. Now, the economic effect of these differ- 
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ential rates would depend upon the varying conditions of supply 
of the articles affected. When the preferred country supplies 
only a fraction of the market, the result would be that prices 
would be affected by the higher rates, and the sacrifice of the 
consumer would only mean a subsidy to the Empire producer, 
without any corresponding gain to the Treasury. On the other 
hand, when the Empire goods supply the major portion of the 
article affected, the result is that the prices of all articles are 
affected by the lower rates, with the likelihood that the preferred 
producer may ultimately capture the whole market. This involves 
loss not to the consumer, but only to the non-favoured foreign 
producer. 

In 1920, a small measure of Imperial Preference was introduced 
in India by the back door when an export duty on hides and skins 
was levied, the rates of the duty on exports to Great Britain 
being fixed at a lower level than on exports to other countries. 
The issue regarding Imperial Preference was examined carefully 
by the Indian Fiscal Commission in 1921-22. The Commission 
were “ impressed by the almost complete unanimity with which 
Indian witnesses opposed the principle of Imperial Preference 
The reasons for this opposition were threefold : it was feared that 
Imperial Preference might diminish protection, that it might put 
a heavy burden on the Indian consumer for granting a bounty 
to the British manufacturer, and that it might affect the fiscal 
autonomy of India. The Minority Report strongly opposed any 
preference to the British Dominions so long as these retained 
anti- Asiatic laws on their Statute-Books. 

The move towards Imperial Preference was slackened down 
after the publication of the Report of the Fiscal Commission. 
But, in spite of the refusal of the legislature to be a party to any 
scheme of Imperial Preference, an advantage was granted to 
England when differential duties were imposed on standard 
specification steel and other sorts of steel. Standard specification 
steel came mainly from Great Britain and lower duties were 
imposed upon its imports. Thus, in effect, if not in principle, 
the policy of preference was adopted in 1927. 

The Imperial Conference that met in London in 1930 raised 
again a demand for uniting the different units of the Empire into 
some sort of a Zollverein by means of mutual grant of preferences 
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and of raising duties on imports from non-Empire countries. 
The culmination of these efforts took place at Ottawa in 1932, 
when delegates from all parts of the Empire met to devise ways 
and means for a scheme of Empire Preference. England at first 
used to be somewhat cold regarding all preference proposals, but, 
at Ottawa, a complete change of attitude became apparent. The 
decline in the export trade of England and the gradual invasion 
of the English markets by goods from other countries led the 
National Government to adopt drastic measures like the Abnor- 
mal Importation Customs Duties Act of 1932. The situation in 
which England found herself in 1932 made her desire earnestly 
a scheme of preferences that would expand her export trade 
and also shut out the rivals from her own markets. 

The Agreement between the Indian and British delegates 
was entered into on the 20th August, 1932. The United Kingdom 
undertook to give free entry to certain classes of Indian 
goods, e.g., cotton and jute manufactures, tanned hides and 
skins, non-essential vegetable oils and sandalwood oil, rice, 
groundnut, coffee, tobacco, tea, teakwood, pig lead, magnesite, 
magnesium chloride, etc. The United Kingdom also agreed to 
retain all existing preferences and to impose a 10 per cent, duty 
on foreign linseed. The British delegates further promised that 
their Government would “ co-operate in any particular scheme 
agreed to by the United Kingdom cotton industry and the Indian 
growers for promoting a greater use of Indian cotton by Lanca- 
shire ”. 

On the other side, India promised to grant a per cent, 
preference to motor vehicles (other than motor cycles) coming 
from the United Kingdom, and a 10 per cent, preference to a 
number of articles including building and engineering materials, 
chemicals, drugs and medicines, hardware, instruments, appara- 
tus and appliances, leather manufactures, aluminium, copper, 
lead, german silver manufactures, paints, paper, stationery, and 
rubber products including tyres and cycles. The preferences to 
these goods would, however, be subject to any scheme of pro- 
tection undertaken in India. The Indian delegates agreed to 
grant preference to another group of articles without any reser- 
vation regarding protection of Indian industries. There were 
also other provisions regarding the grant of preference to cotton 
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textiles and iron and steel goods coming from the United King- 
dom.^ 

Indian public opinion had been opposed to such preferential 
schemes for a long time, and it was only natural to expect 
that the Ottawa Agreement would be severely criticised. The 
apologists for the Agreement argued that the intensity of the 
trade depression and the growing tendency towards economic 
nationalism had considerably affected India’s trade, and that 
without a preferential policy India’s trade would gradually 
become still smaller. India’s exports, they pointed out, were 
being shut out from foreign countries and consequently India 
should willingly enter a scheme that would retain for her exports 
a secure market. It was also urged that, even if India would not 
gain much by joining the preference scheme, she would lose much 
by not joining it, and, therefore, it would not be practical wisdom 
to denounce and reject the Ottawa scheme of preferences. 

On the other side, the defects of the Agreement, both as regards 
principle and details, were easily discernible. After the Agree- 
ment had been in operation for three years, it became easy to 
point out that the claims of its supporters had not materialised. 
The expansion of Indian export trade attributable to the 
preferences granted by England was not considerable, and in 
many cases there had taken place only a diversion of trade from 
non-Empire countries to the United Kingdom. 

In fact, the advantage gained by England from the Agreement 
was much greater than the advantage gained by India. During 
the period from 1931-32 to 1934-35, Indian exports of preferred 
articles to England had increased by 7^ per cent., while British 
imports of preferred articles into India had increased by 34 per 
cent. On the other side, “ as regards articles not enjoying jpre- 
ference, the imports into the United Kingdom of Indian goods 
had increased by 39-7 per cent., while imports into India of 
United Kingdom goods not enjoying preference had increased by 
only 14*4 per cent.” ^ This was sufficient proof of the inefficacy 
of the Ottawa Agreement from the standpoint of the Indian 

^ Report of the. Indian Delegation to the Imperial Economic Conference^ Ottawa, 
1932, Appendix E. 

• Vide Dr. P. N. Banerjea’s Speech, Legislative Assembly Debates^ 20th March, 
1936, p. 3328. 
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trade interests. The figures regarding the imports into the United 
Kingdom of non-preferred Indian goods proved that, even if India 
had not joined the preference scheme, she would not have lost 
much. 

The diversion of trade caused by the Agreement involved a 
two-fold danger : in the first place, it was feared that this would 
lead to a contraction of markets for Indian goods, not only for 
the time being, but also for the future ; secondly, by limiting 
competition among the countries buying Indian goods, it would 
place India at a disadvantage as regards the terms of trade. 
The excessive dependence upon one market might easily prove 
disastrous to the country. 

It has also to be remembered that India’s trade with non- 
Empire countries had for a long time been more important and of 
greater value than her trade with the Empire countries. It 
would be undesirable for India therefore to risk any retaliation 
from non-Empire countries, only in return for a remote possi- 
bility that there might arise some benefits from preference. 
Further, the Ottawa Agreement did not in any way help to 
increase the export-surplus required for meeting India’s sterling 
obligations. Lastly, the Agreement w^as unsatisfactory from the 
standpoint of India’s public finance as it involved a substantial 
loss of revenue in the shape of customs duties. 

These considerations weighed heavily with the members of 
the Indian Legislative Assembly who refused in 1936 to sanction 
the continuance of the Agreement. During the two following 
years, negotiations went on between British official and trading 
interests on the one side and an Indian delegation led by Sir 
Muhammad Zafrullah Khan, Commerce Member of the Govern- 
ment of India, for a new agreement between Great Britain and 
India. No agreement, however, was arrived at. 

In March, 1939, fresh proposals for an agreement were placed 
before the Central Legislature, and they were given effect to in 
spite of the opposition of the Assembly.^ Time will show the 
beneficial or harmful character of this Agreement. 

^ Vide Legialalive Assembly Debates, March, 1939. 
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3. BILATERAL TRADE AGREEMENTS 

A new feature of the fiscal policy of India during recent years 
has been India’s participation in bilateral commercial treaties. 
The years of depression led many countries in Europe and 
America to regulate their volume of trade by quota or clearing 
arrangements with one another, and international trade in 
recent years has come more and more to resemble direct barter 
of goods between two countries. The first bilateral agreement 
in which India was concerned was the unofficial ‘ pact known 
as the Mody-Lees Pact, between the representatives of Lanca- 
shire and Bombay textile industries. The ‘ pact ’ was signed 
in Bombay on the 8th October, 1933. It was agreed (i) that 
though the Indian cotton mill industry needed all-round pro- 
tection, yet it required a higher level of protection against 
non-British imports than against British imports, (ii) that the 
Government of India would reduce the surcharge on import 
duties, (iii) that the duties on British cotton yarns and artificial 
silk goods would be lowered, and (iv) that the British Textile 
Mission would recommend a more extended use of Indian raw 
cotton in Lancashire. 

The Agreement was apparently one-sided. Indian textile 
interests were not represented fully, and India had to grant 
definite concessions in return for only a declaration of the inten- 
tion to use larger quantities of Indian raw cotton. Official 
approval was, however, given to this ‘ pact ’ by the Indian Tariff 
(Textile Protection) Amendment Act of 1934. After a Tariff 
Board enquiry in 1936, the duties on cotton piece-goods coming 
from Lancashire were substantially lowered. 

The Ottawa Agreement provided for a negotiation for settling 
certain lines of pohcy regarding Indo-British trade. An Indo- 
British Trade Agreement was arranged in 1934 and signed in 
January, 1935. This Agreement, after enunciating certain broad 
principles regarding the need for protection and for customs 
revenue in India, provided that protection would be granted only 
to the extent necessary for equalising costs, and so, whenever 
possible, lower rates of duty would be imposed upon British 
goods than upon other goods. The Government of India also 
promised to allow British industrialists full opportunity to 
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present their case whenever the Tariff Board would under- 
take any enquiry regarding protection of an Indian industry. 
The United Kingdom Government, on the other hand, promised 
to develop the importation of Indian raw materials and semi- 
manufactured goods, particularly of raw cotton. They also 
undertook to allow Indian pig-iron to enter the United Kingdom 
duty-free so long as India would not raise her duties upon British 
imports of iron and steel. 

Indian business men criticised this agreement on the follow- 
ing grounds : first, their views had not been considered, and 
secondly, this agreement, like the Mody-Lees Pact, gave definite 
advantages to Britain without securing anyi^hing substantial for 
India. It was also pointed out that the Agreement would restrict 
the powers secured by the Legislature under the Fiscal Autonomy 
Convention of 1923. 

The other important country with which commercial arrange- 
ments have been made is Japan. In 1933-34, there were 
substantial increases in the import duties upon Japanese cotton 
goods. Japan retaliated by organising a boycott of Indian raw 
cotton. It was felt, however, on both sides that a mutual agree- 
ment would be the proper solution of the problem. Therefore, a 
Japanese delegation was invited to come to India. After a pro- 
tracted period of negotiation the Indo- Japanese Trade Agreement 
was signed in J anuary, 1 934. By this Agreement, the two countries 
extended to each other the most-favoured-nation treatment, 
but retained the right of adopting countervailing measures 
necessitated by fluctuations in the rupee-yen exchange. Under 
this Agreement the customs duties on Japanese piece-goods were 
not to exceed 50 per cent, ad valorem, or 5J as. per lb., in the 
case of plain greys and 50 per cent, ad valorem in the case of 
others. Japan promised to buy from India every year 1 million 
bales of raw cotton in return for exporting to India 325 million 
yards of cotton piece-goods. Sliding-scale arrangements were 
made to allow increases in Japan’s exports of piece-goods to 
India, if she would buy from India more than the minimum quota 
of raw cotton. It was also arranged that of the total Japanese 
piece-goods imports into India, 45 per cent, should be plain grey 
goods, 34 per cent, coloured goods, 13 per cent, bordered grey 
goods, and 8 per cent, bleached goods. 
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Although the terms of the Agreement were quite definite, it 
was criticised on the ground that Japan had secured the greater 
part of the advantage in the bargain. Japan took advantage of 
the most-favoured-nation clause, and began to send to India a 
large quantity of manufactured products. The provision limiting 
Japan’s exports of cotton goods to India was circumvented by 
the export in huge quantities of made-up cotton garments which 
did not come under the terms of the Agreement. As regards 
Japan’s purchase of Indian raw cotton, Indian pubhcists were of 
opinion that the minimum ought to have been placed at a higher 
level. 

The Indo- Japanese Trade Agreement of 1934 expired in 1937, 
and a new Agreement was entered into on the 12th April of that 
year. This Agreement secures to India terms more favourable 
than the earlier one, and it will have effect till the 31st of March, 
1940. Under this Agreement Japan is permitted a net export of 
283 million yards of cotton piece-goods annually against purchases 
of Indian raw cotton of 1 million bales. Exports to India of 
piece-goods may be increased to a maximum of 358 million yards, 
if purchases of raw cotton reach 1 J million bales. The proportion 
of the different classes of Japanese piece-goods imported into 
India shall be as follows : Plain greys, 40 per cent., bordered 
greys, 13 per cent., bleached (white) goods, 10 per cent., coloured 
printed goods, 20 per cent., and coloured dyed or woven goods, 
17 per cent. The quota is exclusive of cotton fents, but Japan 
undertakes to limit exports of cotton fents to India to 8-95 
million yards annually. The Government of India on their side 
agree that import duties on cotton fents must not exceed 35 per 
cent, od valorem. 

Bilateralism, although desirable in principle, is not free from 
difficulties. It may in some cases lead to the squeezing out of 
triangular or multi-angular trade. For a country like India, 
requiring every year an export-surplus, a quota-system carried 
too far may result in a diminution or even an ehmination of the 
surplus. There is, however, justification for agreements with 
those countries that import less from India than they export 
to her and with others with whom permanently stable trade- 
relations may be desirable. For instance, a trade-agreement 
with the U.S.A. is likely to prove beneficial to both the countries. 
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The problem of unemployment has become pressing in almost all 
countries of the world after the beginning of the trade depression. 
Economists have devoted a considerable amount of attention to 
the study of imemployment and its remedies, and governments 
in most countries have also tried to take steps for reducing the 
severity of the miseries caused by it. It has not, however, 
been possible for anybody up till now to suggest a policy that 
would prevent unemployment from coming into existence, and 
writers like Keynes have emphasised the fact that ‘ involuntary 
unemployment ’ is an inevitable result of an economic system 
where the rate of interest and the rate of investment are allowed 
to be determined by uncontrolled competition. 

It is difficult to measure the precise extent to which the evil 
of unemployment exists in agricultural and industrial occupa- 
tions in India. The estimate has been made in some quarters 
that the number of persons imemployed in India would be about 
50 millions. It is impossible to vouch for the accuracy of such an 
estimate, and it has also to be borne in mind that the number of 
persons who may be described as ‘ under-employed ’, that is to 
say, employed for only a part of the year or a part of the day, is 
very large. The cultivators mostly remain idle for a considerable 
part of the year, and this fact has to be taken into account in 
estimating the total volume of unemployment in the country. 

In the field of industries, the difficulty of measuring the extent 
of unemployment is great. There is no permanent labour- 
population in India, and the unemployed labourers generally go 
back to the villages and help to increase the pressure on the land. 
It has, however, to be noted that only a small percentage of the 
total population of India is engaged in factory work, and, con- 
sequently, the problem of unemployment in the country mostly 
relates to rural areas. 
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Nothing has practically been done by the Government for the 
relief of unemployment among the cultivators and agricultural 
labourers. Nor will any patch-work remedy be able to achieve 
much. A strenuous effort to regulate the entire system of agri- 
cultural production and to increase the demand for agricultural 
products can bring about a better state of affairs. But the most 
important and effective solution can come only with a diminution 
of the pressure on the land. The remedy of the problem of 
rural unemployment lies thus, partly in the improvement of 
agriculture and the development of small-scale industries, but 
mainly in the absorption of greatly increased numbers of people 
in large-scale manufacturing industries. 

Discussions regarding unemployment in this country often 
centre round the problem as it affects the middle class. By the 
term ‘ middle class ’ is generally meant the class the members 
of which are educated at least to some extent and are dependent 
upon some salary-yielding jobs for their livelihood. In recent 
years, the extent of unemployment among members of the middle 
class has been enormous, and the problem has for some time past 
engaged the attention of the Government and of the public. 

Middle-class unemployment is brought about by a number 
of factors, social and economic. Lack of initiative and enter- 
prise, unwillingness to enter occupations requiring manual 
labour, caste-prejudices against certain lines of employment, 
early marriage, and increase of population are some of the 
factors causing unemployment. The educational system is 
often blamed because it lays too much emphasis upon ‘ academic 
learning ’ and puts a discount on vocational training. Facilities 
for vocational and technical training are inadequate, and, conse- 
quently, the universities are crowded with students who have to 
try to become graduates because they have nothing else to do. 

Among the economic causes of middle-class unemplo}Tnent the 
most important in recent years has been the depression. There 
has been a reduction on all sides in the number of persons em- 
ployed, and the educated young men have had to bear the full 
brunt of this policy. Coming to the more permanent aspect of 
the question, it may be pointed out that the inadequate develop- 
ment of industry, commerce, shipping, banking, insurance, and 
other avenues of employment has been one of the main causes of 
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unemployment. If industries were in a developed state they 
could have provided employment for a large number of educated 
persons. In this respect the situation in India has been far from 
desirable. While the number of Indian concerns has always 
been small, the European concerns have given very little 
encouragement to Indians except in the lower ranks. 

In 1922, a Committee was appointed by the Government of 
Bengal to deal with the problem of middle-class unemployment. 
It made some valuable recommendations, but no effect was given 
to them. In 1926, the Government of India issued a circular to 
the Provincial Governments requesting them to consider practi- 
cable remedies for the problem of middle-class unemployment. 
Committees were accordingly appointed in many provinces and 
various suggestions were made. The Madras Committee empha- 
sised the need for diverting the educated young men to the 
villages mainly by establishing farm colonies. The idea behind 
farm colonies is subject to two limitations, namely, that in many 
provinces vacant cultivable land is not available, and that it is 
difficult to create the ‘ rural bias ’ without which such a policy 
cannot be expected to materialise. 

The most effective solution of the problem can come from a 
more rapid industrialisation of the country. In recent years, 
industrial concerns, banks, and insurance companies have given 
employment to quite a number of educated young men. But 
there is even now an immense scope for the development of 
large-scale industries, commercial and shipping concerns, and 
financial institutions ; and, when these are developed, a large 
number of educated persons may be absorbed by them. The 
European firms should also employ Indians in the higher positions 
under them. The larger employment of Indians in the various 
higher services of Government and the opening of officers’ ranks 
in the Defence Department of the country to a greater extent 
will help substantially to ease the situation. The development 
of small industries can also help to some extent in reducing 
unemployment. Small industries can be started in district or 
subdivisional towns, or even in villages. 

Up till now the Government has not done much to bring relief 
to the educated unemployed persons. It may be urged that the 
proportion of Government appointments to the total number 
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of jobs needed is small, but this is no justification for shutting 
Indians out of responsible positions in the various services under 
Government. The educated young men of the country find it 
practically impossible to enter the army or the navy or the air 
force. A large number of Indians can be employed only if the 
Government would give up its rigidity in regard to grants of 
commissions in the defence services. Again, it is certainly 
possible to appoint Indians in larger numbers to the higher 
posts in the other departments and in the railways. 

In times of depression, when there is temporary unemployment, 
the Central Government as well as the Provincial Governments 
should try to create employment for the people. Keynes and 
other economists have recently advocated the undertaking of con- 
struction of public works in periods of slump and unemployment, 
if necessary, even by deUberately unbalancing the budget. As a 
matter of fact, such a policy was adopted in the United States, 
Great Britain, Germany and some other countries during the 
recent depression. But no such deliberate step has ever been 
taken in India. The opportimity for adopting beneficent 
emergency measures during the depression was completely missed 
by the Government, and all that they did was to launch a 
scheme of retrenchment and reduction of salaries, which further 
aggravated the situation. 

An exhaustive enquiry into the unemployment problem was 
carried out in 1935 in the United Provinces by a Committee under 
the chairmanship of Sir Tej Bahadur Sapru. Many of the recom- 
mendations of the committee are apphcable to all the provinces 
besides that to which these related. A few of their suggestions may 
be noted here : Municipalities and District Boards should employ 
qualified engineers and doctors in larger numbers than they do at 
present ; the Government should extend the scope of operation 
of the public health department and thus provide employment 
for doctors ; there should be a greater specialisation of ftmctions 
among lawyers ; the rule regarding retirement should be strictly 
enforced ; large-scale and small-scale industries should be 
stimulated ; primary education should be extended so as to give 
employment to more teachers ; the High School Examination 
should be split up into two examinations — a lower one qualifying 
the candidates for Government service as well as for technical 
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and commercial education, and a higher one qualifying for uni- 
versity education ; medical practitioners should be encouraged 
to settle in villages by the grant of Government subsidies ; the 
courses in schools and colleges should be more diversified. 

A useful recommendation of the Sapru Committee regarding 
the constitution of Appointment Boards for university graduates 
has been given effect to in Calcutta, Dacca, and some other 
universities. The Calcutta University Appointment Board has 
already done some useful work by bringing university graduates 
in touch with commercial houses. 

But one recommendation of the Sapru Committee has been 
subjected to severe criticism throughout the country. They 
argued that the Government was wrong in insisting on a high 
educational qualification for entrants to the subordinate services 
and recommended that appointments to such services should be 
made before a candidate would reach the age of 19 through an 
examination held all over the country. The adoption of this 
recommendation would mean that every young man would have 
to decide at the early age of 17 or 18 whether he would enter 
Government service. Besides, the Government would be de- 
prived of the services of all those who in their early youth 
could not persuade themselves to give up all chances of getting 
a higher education. The Government of India issued a circular 
letter to the Provincial Governments in January, 1938, inviting 
their opinion on the proposal to reform the methods of recruit- 
ment to Government service by lowering the age-limit of ad- 
mission to 19 and holding an examination for entrants at the age 
of 17. Most of the Provincial Governments, however, signified 
their disapproval of the proposal, and it seems that the Govern- 
ment of India has dropped the idea. 

It has to be borne in mind that there is no one sure way of 
solving the problem of unemployment. But industriahsation, rural 
reconstruction, economic planning, educational reforms, technical 
training will all contribute to the solution of the problem. It is 
also worth noticing that employed persons themselves give em- 
plojmaent to others through their expenditure on consumption- 
goods. The relation between secondary employment and 
primary employment has been studied by Kahn, Ke 3 me 8 , and 
Colin Clark in their analysis of what they have named the 
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‘ multiplier In a country with a large number of persons with 
small incomes, the value of the multiplier is likely to be high, 
because a considerable portion of the increment of income will in 
such circumstances be spent on consumption-goods. Even a 
small increase in employment in India will in itself cause a 
further increase on account of the increased demand for goods 
and services coming from those employed at first. 

The need for vigorous state-action is urgent. Adequate 
arrangements should be made to collect statistics and information 
about the extent and the nature of unemployment, and the 
Central Government as well as the Provincial Governments 
should adopt effective measures to combat the evil.^ Private 
enterprise can never be expected to operate to the extent 
and the manner most desirable from the standpoint of the 
unemployed. It is because of this fact that the necessity of 
state-help is greater in this particular field than in any other. 

‘ The Government of Bengal has recently appointed an Employment Adviser 
for investigating the possible avenues for employment of educated young 
men. 
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Throughout the nineteenth century, it was the prevailing idea in 
many countries that the development of industries should be the 
function of individuals, and that the state should not attempt in 
any way to interfere in any aspect of industry and commerce. 
The great war of 1914-18, however, marked the end of laissez 
faire, and in the post-war years there has been some amount of 
control and regulation of industries in every country. It is now 
recognised on all hands that the free play of private interests does 
not secure results that are most desirable from the social point 
of view. When private individuals are left alone to decide how 
they will utilise the resources available, wastage of materials on 
one side, and lop-sided development on the other are inevitable. 
Besides, i^trade cycles are essentially connected with the in- 
judicious course of investment and monetary policy which a 
competitive economy entails. Therefore, the need for control of 
the utilisation of the resources of the community and of the 
development of industries is beyond question in the present times. 

Economic planning, however, denotes more than mere control 
and regulation. It implies a calculated effort on the part of 
the state to secure within a given period of time the maximum 
of well-being for the members of the community by the most 
economic allocation and utilisation of the available amount of 
resources. It is this sort of economic programme that was under- 
taken by Soviet Russia in 1928. In the U.S.A., the Recovery 
Plan of President Roosevelt also provided an example of a 
deliberate attempt to neutralise the effects of the depression by 
industrial regulations and agricultural adjustments. 

The last depression emphasised the need for a planned 
economy to prevent the recurrence of such situations. In a 
country like India, however, where the entire economic structure 
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is in a backward state, and the average income and output are 
inordinately low, the necessity of planning is greater than in 
other countries. In the previous chapters, the defects and the 
shortcomings of the economic life of India have been analysed. 
If these defects have to be remedied, a well-defined programme of 
action is absolutely essential. 

In a sense, some amount of planning is already operative in 
India. Discriminating protection, restrictions on the export of 
tea and rubber, debt-legislation, and labour laws are all different 
aspects of economic planning. But these programmes have been 
adopted without an}' definite or ultimate aim in view, and 
as a result they do not form parts of an organic whole. The 
administration of these are in the hands of different bodies, and 
thus no unified policy is as yet practicable. 

A full programme of planning involves a marshalling of all 
available means for the attainment, within a time-limit, of some 
predetermined end. On the one hand, therefore, it is necessary 
to collect full information about the resources available within 
the country and about the possibihty or otherwise of increasing 
the supply of resources immediately. In this respect, we are at 
a disadvantage, because adequate statistics of our agricultural 
products, minerals, power-resources, capital equipments and the 
like are lacking. Dr. A. L. Bowley and Mr. D. H. Robertson, who 
were appointed by the Government of India in 1933 to suggest a 
scheme for an economic census of India, emphasised the need of 
reorganising the statistical service with a view to securing accu- 
rate information regarding national income and production. No 
scheme of plamiing can be launched unless a comprehensive 
knowledge of all the means of production available in the country 
has been acquired. 

The other important pre-requisite of planning is that the 
authority in charge of it should have in view a well-defined end 
which they are to attain within the time available. There is a 
tendency to speak in vague terms whenever the question of the 
definite ends of economic planning comes in. It is, however, 
pleasing to note that in the midst of countless suggestions of a 
superficial nature, there have been a few attempts by discerning 
thinkers to put before the country some definite ideas regarding 
the practicable lines of economic planning. Sir M. Visvesvaraya, 
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for example, has studied carefully the entire problem of planning, 
and has suggested a ten-year programme for the whole of India. 
The schedule of developments sought to be secured by his pro- 
gramme includes the doubling of the national income and an 
increase in the output of aU industries. The net value of the 
yearly production from industries is to increase five-fold in ten 
years, and during the same period the population supported by 
agriculture is to diminish by 20 per cent.^ No programme of this 
kind can be absolutely perfect, but the value of such schemes 
lies in the guidance they can give to the formulators of practical 
pohcy. 

In India, special difficulties in the way of economic planning 
are many. Planning involves a considerable amount of control 
over the economic and social life of the citizens. A difficulty 
arises in India on account of the introduction of provincial 
autonomy. A successful plan involves unified action by a central 
authority, and in this respect, the existence of autonomous 
provinces will make the administration of an All-India plan 
difficult. Besides, the statutory hmitations that have been 
placed by the Government of India Act of 1935 upon the powers 
of the provincial and federal ministers will make it difficult for 
them to undertake thorough-going schemes. The provision that 
makes it illegal to grant any advantage to purely Indian con- 
cerns without granting it at the same time to British concerns 
operating in India will make planning of Indian industries almost 
meaningless. It may, moreover, be pointed out that even if the 
federal ministers appoint a National Planning Board or Develop- 
ment Board, such an authority will be unable to exercise any 
effective control over the Reserve Bank of India or over the rail- 
ways. A planning authority that cannot control the money- 
market and the transport system, and'does not possess the power 
to assist Indian industries in preference to industries started by 
foreign capital and enterprise, will not be able to achieve any 
substantial improvement in the situation. 

These practical and constitutional difficulties may limit con- 
siderably the scope of a planned economy in India. Another 
serious difficulty that will have to be faced is that of finance. 
Any scheme of development involves a huge capital expenditure 

^ ViBvesvaraya, Planned Economy for India^ Bangalore, 1934, chap. xv. 
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and also a fairly large annual recurring expenditure. If new 
industries are to be developed, and raw materials and other 
resources are to be diverted from their present uses to uses 
socially more desirable, the preliminary capital programme will 
have to be heavy. Sir M. Visvesvaraya estimates that a compre- 
hensive programme of development including a ten-year plan 
for the whole of India and five-year plans for the provinces will 
necessitate a capital expenditure of Rs. 500 crores and a recurrent 
expenditure of 10 crores of rupees annually. The recurrent 
expenditure will certainly have to be met by budget grants, and 
Sir M. Visvesvaraya suggests that 2 crores should be annually 
provided by the Central Government and the remaining 8 crores 
by the provinces in proportion to their population. The capital 
expenditure will have to be met by borrowing, and the interest 
and sinking fund charges should be met from the income secured 
from the industries developed. It is, however, doubtful whether 
a sudden increase in our public debt to the extent of Rs. 500 
crores will be a practicable proposition. 

If, therefore, a programme of economic planning has to be set 
into operation, the authority in charge of it will be faced with a 
number of obstacles. The conditions in the different parts of 
India are of such a varying character that it may sometimes be 
difficult to secure benefits to all areas at the same pace. The 
planning authority will, therefore, have to bear in mind the needs 
of all tlie provinces and it will have to secure improvements in 
agriculture, mining, trade, transport, and industries in such a 
way that a balanced development of different areas may be 
possible. 

A new spurt to the discussions regarding economic planning 
has recently been given by the Indian National Congress, which 
has appointed a National Planning Committee under the chair- 
manship of Pandit Jawaharlal Nehru, to enquire into the possi- 
bilities of a planned economy in India and to suggest practicable 
schemes for securing the desired end. The Committee has just 
commenced work and it has, as a first step, issued a questionnaire 
to the Provincial Gk)vernment«, Indian states, chambers of com- 
merce, labour unions, and organisations of agricultural interests. 
The questionnaire has been framed mainly with a view to eliciting 
opinion and gathering information regarding the objectives of 
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national planning, sources of raw material, scope for develop- 
ment of production of different commodities, capital and labour 
supply, marketing and commerce, transport facilities, conditions 
of and fields for employment, facilities for technical training, 
sources of fuel, jDOwer, and energy, and other allied subjects. 

It may be expected that the Committee will be able to place 
before the country an adequate and comprehensive programme of 
economic development. No endeavour ought to be regarded as 
too great when the people sincerely desire a better economic struc- 
ture than what prevails now. Every branch of our economic life 
calls for immediate improvement, and it is only a well-organised 
scheme of economic planning that can bring about the desired con- 
summation witliin a short time. The difficulties that exist in the 
way of the adoption of a satisfactory programme of development 
have to be recognised, but these should not deter us from attempt- 
ing to make improvements where improvements are possible, and 
to remove the obstacles by marshalling all the powers we 
possess. We have allowed our economic structure to be shaped 
in a haphazard way for a long time, and now we have realised 
that such a process will not be able to bring about the ameliora- 
tion we long for. Economic planning, in spite of the difficulties 
inherent in it, offers at least a possible solution, and any attempt 
in this direction ought to be welcome. 
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Foreign Sea-borne Trade of British India 


Quinquennial averages during the seventy years (1864-69 to 1929-34) 

AND THE ANNUAL TRADE FOB THE LAST FOUR YEARS 

(Private and Government) 



(ill) The three points starting ft’oin 1935-36 represent adjusted figures excluding 
Burma for 1935-36 and 1936-37 and actual Inures for 1937-38. 

From the Rmiew of the Trade of India^ 1937-38. 
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1 Pie anna. 

4 Pice =1 anna. 

1 Rupee (16 annas) = Is, 6d. 

=0*36 dollar. 

= 1*3 yen. 

A lakh is 100,000 Rupees, and a crore is 100 lakhs. 
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(I) Variations in the values of principal articles in the import trade 
OF British India during the five quinquennia ending 1929-34 and 
THE last eleven YEARS. 


IMPORTS 



Note. — (i) The space after 1929-34 separates the several quinquennia and the annual 
figures. 

(il) The points startlng^froin 1927-28 and ending in 1936-37 represent figures for 
India including Burma. 

(iii) The three points stajting from 1935-36 represent adjusted figures for 1935-36 
and 193&-37 and actual figures for 1937-38. 
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(II) Variations in the values of principal articles in the export trade 
OF British India during the five quinquennia ending 1929-34 and 
the last eleven years. 


EXPORTS 



Note. — (i) The space after 1929-34 separates the several quinquennia and the annual 
figures. 

(11) The points startingfrom 1927-28 and ending in 1936-37 represent figures for 
India including Burma. 

(iii) The three points starting from 1935-36 represent adjusted figures for 1935-36 
and 1936-37 and actual figures for 1937-38. 
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{a) Not available. 

(6) Excluding certain tracts in Madras for which figures are not available. 
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1935-36 

28.269.000 

9.420.000 

5.931.000 
394,429,000 

7.254.000 

7.215.000 

388.000 

957.000 

463.000 

2.258.000 
6,800 

41.173.000 

48.545.000 

1924-25 

31,097,000 

8.702.000 

2.537.000 
375,255,900 

6.070.000 

8.062.000 

541.000 

1.172.000 

504.000 

1.450.000 
(c) 21,700 
29,318,600 
15,601,300 

Average 
1915-16 to 
191»-20 

32,017,000 

9.288.000 

2.864.000 
374,265,000 

4.412.000 

7.992.000 

434.000 

1.072.000 

421.000 

952.000 
74,000 

Average 
1910-11 to 
1914-15 

28,389,000 

9.663.000 

2.411.000 
290,060,000 

4.370.000 

9.069.000 

508.000 

1.226.000 

471.000 

695.000 
37,000 

Average 
1905-06 to 
1909-10 

22,291,000 

8.092.000 

2.030.000 
242,386,000 

3.996.000 

8.136.000 

333.000 

992.000 

458.000 

358.000 
49,000 

Average 
1900-01 to 
1904-05 

21,550,000 

7.676.000 

2.049.000 
201,389,000 

3.203.000 

7.036.000 

416.000 

1.011.000 

465.000 
(a) 

100.000 

Average 
1895-96 to 
189^1900 

21.466.000 

6.029.000 

(a) 

158.375.000 

2.303.000 

5.771.000 

352.000 

I 

915.000 

348.000 
(a) 

156.000 

Crops 

• 

Rice - tons 
Wheat - „ 

Raw Sugar (Gur) 
Tea - lbs. 
Cotton (6) bales 
Jute - ,, 

Linseed tons 
Rape and 
Mustard „ 
Sesamuni ,, 
Groundnut ,, 
Indigo - cwts. 
Coffee - lbs. 
Rubber ,, 
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(a) Not available. (6) A bale contains 400 lbs. (r) Excluding certain tracts in Madras for which figures are not available. 
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Joint-Stock Companies in 1914-15, 1925-24 and 1935-36* 




1914-15 

Number 

1923-24 

Number 

1935-36 

Number 

Paid-up 
Capital 
(lakhs of 
rupees) 

Banking and loan 

- 

436 

809 

1,910 

29,86 

Insurance - - - 

- 

182 

63 

760 

3,35 

Navigation - - - 

- 

24 

25 

43 

2,85 

Railways and tramways 

- 

44 

47 

47 

14,75 

Other transit and transport - 
Trading and manufiicturing 

— 

144 

320 

4,55 

companies 

- 

754 

1,959 

3,957 

93,73 

Tea - - - - 

- 

208 

384 

476 

13,69 

Other planting companies 

- 

29 

69 

94 

1,71 

Coal mining - - - 

- 

140 

254 

283 

10,43 

Gold mining - - . 

Other mining and quarrying 

8 

4 

4 


companies 

- 

57 

96 

102 

29,18 

Cotton mills 

- 

205' 

262 

329 

29,38 

Jute mills - - - 

- 

34 

54 

80 

18,48 

Mills for wool, silk, hemp, etc. 
Cotton ginning, pressing, and 

13 

23 

20 

2,27 

baling - - . 

- 

— 

120 

124 

2,19 

Jute presses, etc. - 

- 

139 

28 

33 

2,10 

Flour mills - - - 

- 

30 

28 

34 

1,35 

Estate, land and building 

- 

32 

98 

178 

11,32 

Sugar - - - - 

- 

22 

39 

192 

7,49 

Other companies - 

- 

123 

324 

724 

10,77 

Total 

- 

2,480 

4,821 

9,710 

2,90 

crores 


Statistical Abstracts for British India, 1926-27 to 1935-36. 
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APPENDIX I 


The following tables summarise the rates of income-tax and super- 
tax wliich are in force at the present moment ; 

INCOME-TAX 

A. Individuals^ Unregistered Firms ^ Hindu Undivided Families and 


Associations of persons {other than Companies), 


Rs. 

Rate 

First - 

1 ,500 of income 

Nil 

Next - 

- 3,500 „ 

- 9 pies in the rupee. 

>> 

- 5,000 „ 

- 1 anna 3 pies in the rupee. 


- 5,000 „ 

- 2 annas in the rupee. 

Balance 

of income 

- 2 annas 6 pies in the rupee. 

No tax payable on incomes not exceeding Rs. 2,000 ; Income-tax 
on incomes just above Rs. 2,000 to be restricted to half the excess of 

tlie income above Rs. 2,000. 


li. Rate for Compan ies — 2 annas 6 pies in the rupee. 


SUPERTAX 

A, Assessees 

other than Companies. 



Rs. 

Rate 

First - 

25,000 

Nil 

Next - 

10,000 

- 1 anna in the rupee. 

>) 

20,000 

- 2 annas in the rupee. 


70,000 

- 3 annas in the rupee. 

jj 

75,000 

- 4 aimas in the rupee. 

5> 

- 1,50,000 

- 5 annas in the rupee. 

»» 

- 1,50,000 

- 6 annas in the rupee. 

Balance of income 

- 7 annas in the rupee. 


B. Companies — 1 anna in the rupee on the whole income (no 
exempted slab). 

No surcharge to be charged in respect of either the Income-tax or 
the Super-tax. 
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APPENDIX J 


RESERVE BANK 
Weekly Statement of Accoi^nts 

The following is the statement of accounts of the Reserve Bank 
of India for the week ended June 16, 1939 : 


Issue Department 

Liabilities : 

Notes held in the Banking Department 
Notes in circulation : 

(а) Legal Tender in India 

(б) Legal Tender in Burma only 

Total Notes issued - - . - 

Total Liabilities 


Rs. 

20,99,03,000 

177.89.03.000 
9,90,23,(X)0 

208.78.31.000 
208,78,31 ,000 


Assets : 

Rs. 

A. Gold Coin and Bullion : 

(a) Held in India 41,54,48,000 

(h) Held outside India. 2,86,98,000 

Sterling Securities 59,50,11,000 

Total of J 103,91,57,000 

R. Rupee Coin 67,51,91,000 

Government of India Rupee Securities - - 37,34,83,000 

Internal Bills of Exchange and other commercial 

Paper Nil 

Total Assets 208,78,31,000 


Ratio of Total of A in Liabilities : 49,772 per cent. 
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Bankirtg Department 

Liabilities : 

Rs. 

Capital paid uj) 5, (X), 00, 000 

Reserve Fund 5,00,00,000 

Deposits : 

(a) Government — 

(1) Central Government of India - - - 5,06,54,000 

(2) Government of Burma - - - - 2,34,29,000 

(3) Otlier Government Accounts - - - 3,37,57,000 

{b) Banks 17,23,65,000 

(c) Others ------- 67,83,000 

Bills Payable 6,22,000 

Other Liabilities 93,73,000 

Total 39,69,83,000 

Assets : 

Rs. 

Notes : 

(a) Legal Tender in India - - - - 20,98,58,000 

(b) Legal Tender in Burma only - - . 45,000 

Rupee Coin 6,03,000 

Subsidiary Coin 4,60,000 

Bills Purchased and Discounted : 

(a) Internal ------- Nil 

(b) External Nil 

(c) Government Treasury Bills _ - - 26,87,000 

* Balances held abroad ------ 8,48,11,000 

Loans and Advances to Governments - - - 1,36,00,000 

Other Loans and Advances - _ - - 2,00,000 

Investments 7,10,95,000 

Other Assets 1,36,24,000 

Total - -- -- -- - 39,69,63,000 


* Includes Cash and Short term Securities. 
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